They said 
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Privatize Canadian National Railway 
Company? The lumbering, state- 
“owned, subsidy-consuming behemoth? 
That's one IPO that will bomb. No 

one will want to invest in a company 
with the problems CN has had. 
It'll be a dog stock. 
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"Except where otherwise 
- indicated, all financial infor-- 


_< mation reflected in this docu- 


” ment is ‘expressed in Canadian 
dollars and determined 
on the basis of United States 
generally accepted accounting 
principles (U.S. GAAP). 
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CN? It's going to be very difficult for them to compete. 
Look at them. Miles and miles of inefficient track. 
Operating ratio of 85 — sure, they were in the high 
nineties three years ago, but the leaders south of the 
border are at 78 and improving. They're a railroad. 
How can they catch up? They can't. 
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CN and Illinois Central? A merger between a Canadian 
and an American railroad? It'll never work. 

The cultural and operational differences are too 
strong. And look at what happened to some of the 
other rail companies when they merged. 

They'll have big problems, just like the others. 


You simply can’t schedule an entire 
railroad operation. Most rail ship- 
ments are really a series of random 
events. It can't be done across an 
_ entire network, at least not on 
an ongoing basis. It's impossible. 
That's just the way it is. 
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It's time to change their thinking. 


This is a journey, not a destination. 


This is a continent, not just a country. — 
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This is a transportation solution, 


not a railroad. 


This is C\. This is what we're doing. 
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s challenging business. Bu 
to be the best railroad in North 


Five years of achievement On November 17, 2000, CN celebrated the fifth anniversary of its initial public offering. It was a 
moment for all of us to pause and reflect on our accomplishments — the most successful privatization in Canadian history; 
going from worst to first among railroads in operating ratio and other performance measures; successfully completing the 
merger between CN and Illinois Central with virtually no disruption of service to our customers; achieving our goal to become 
a scheduled railroad. It was a moment to be proud of the hard work, tough decisions and team play that took us to this point. 
But it was just that —- a moment. There is much work left to be done. 


Our goal: to be the best When we started this journey, we established the goal to become the best railroad in North America. 
Let's review for a moment what that means. In the simplest of terms, it means being better than any other railroad at serving 
our customers. But our definition also includes being the safest railroad on the continent. It means being the best financial 
performer. It means being the best rail company investment for shareholders. And it means being the best place to work. 

But remember, achievement of any of these objectives is fleeting. At any given moment, a stalled shipment, a serious 
train accident, a bad quarter or an employee falling short of his or her potential can cause us to lose ground. That is why we 
look at each goal as a journey rather than a destination. It is why we can never let up, not even for a moment. And it is why, 
as the leader of this company, | am never satisfied. The job is not done. In many ways, it never will be. 


A bump in the road As most of you know, on December 20, 1999, CN announced a combination agreement between the com- 
pany and the Burlington Northern Santa Fe railroad to become the largest and most customer-focused rail carrier in North 
America. It was an exciting development for our investors, our customers and our employees; not so exciting for our compe- 
tition, who successfully prevailed upon the U.S. Surface Transportation Board (STB) to impose a 15-month moratorium on con- 
sidering combinations like the one we were proposing. 

Understandably, the delay was an unacceptable risk for CN and BNSF investors, so we agreed to cease pursuing our 
combination and unwind the transaction. | remain absolutely convinced that the CN/BNSF combination would have been good 
for shippers and the industry. But it wasn't to be. We were disappointed, but we have moved on. 


What's next Our strategy hasn't changed. Since the beginning, we have sought to extend our network to open new markets 
and improve shippers’ competitiveness. On January 29, 2001, when we entered into a merger agreement providing for the 
acquisition of Wisconsin Central Transportation Corporation (WC), we took a step that will help assure we can continue to pur- 
sue that strategy. While this is a minor transaction, it is a natural fit for CN, an end-to-end combination that, if approved by 
the STB, secures CN’s North American network. 

The transaction makes good business sense for both CN and WC. The management of WC needed a strong financial 
partner. For CN, we gain operational control over an important growth corridor and this deal will increase our overall company 
revenues by 10 per cent. Together WC and CN will be a stronger transportation partner for all our customers. 

On another front, we have continued, and will always continue, to refine our operations to maximize the benefit our 
unique service plan brings to shippers — making CN faster and more reliable than ever. Our next push is to make it easier for 
shippers to do business with us, to simplify the often daunting complexity of shipping by rail. Because we want to become 
more than the best railroad on the continent, we want to be the best transportation solution. 

Currently, trucks dominate the North American transportation industry with approximately 75 to 80 per cent of the 
market share based on freight revenues. With the levels of speed and reliability the service plan is giving us, we think we can 
drive significant quality revenue growth by taking market share from trucks. Rail transportation is more fuel efficient, is safer 
and has less impact on our environment. We have a great product to sell, and we're making it better than anyone in the rail 
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industry ever thought possible. CN has an unprecedented opportunity to redefine rail transportation by reaching unheard-of 
levels of service quality for a railroad. We are pursuing a variety of strategies to realize that opportunity and convert it to top- 
line growth and shareholder value. 


Excellent 2000 financial results | am pleased to report another year of record financial performance for CN in 2000. Excluding 
non-recurring items, we posted net income of $879 million in 2000, improving upon 1999's $746 million by 18 per cent. 
Excluding non-recurring items, diluted earnings per share were $4.39, an increase of 18 per cent when compared with the 
$3.71 we achieved in 1999. CN grew operating income in 2000 as well, reaching $1,648 million, which represents a 12 per cent 
increase over the $1,467 million we reported to you in 1999. 

CN's revenue performance for 2000 was solid: $5,428 million, 4 per cent better than 1999's revenues of $5,236 mil- 
lion. Through strong cost control discipline, CN managed its expenses well during 2000 while handling 5 per cent higher traffic 
volumes than in 1999 and sharply higher fuel costs. Operating expenses for the year were $3,780 million, an increase of less 
than one per cent over 1999 expenses of $3,769 million. Consequently, CN met its goal with an operating ratio of 69.6, an 
improvement of 2.4 points over the 72.0 achieved in 1999. This was again the best operating ratio of all Class 1 railroads. 


Improved safety performance After a disappointing 1999 in the area of safety performance, | said we must do much better. 
Our people responded, and we returned to our position as one of the safest of North American Class 1 railroads. In 2000, CN 
reduced personal injuries by 24 per cent, posting an injury frequency rate of 5.5 injuries per 200,000 person hours (U.S. Federal 
Railroad Administration (FRA) reporting basis), compared with 7.3 injuries in 1999. CN also reduced train accidents by 
5 per cent, finishing the year with an accident rate of 2.1 accidents per million train miles (FRA reporting basis). Safety is a 
preoccupation with me — it is one of my most important goals as the leader of this company to make sure it is a preoccupa- 
tion with every one of our employees, because all it takes is one moment of carelessness to cost lives. CN will continue to 
work hard to sustain and improve performance in this area. 

The year 2001 will mark an important milestone for us with regards to our involvement in Responsible Care®, the ini- 
tiative started by the chemical industry to promote safety, environmental consideration and community outreach. CN will be 
the subject of a Responsible Care® verification by the Canadian Chemical Producers’ Association. Since joining the initiative in 
1998, CN has been committed to abiding by the codes of practice of the program not only in the transportation of dangerous 
goods, but in all aspects of its operations. 


IC integration completed With the final changeover of all IC information systems to CN’s SRS system on October 1, 2000, 
we concluded the careful step-by-step process of integrating IC into our railroad. The merger is now entirely complete. The 
changeover proceeded efficiently and effectively without the kinds of service disruptions that have plagued mergers between 
other Class 1 railroads. 

The merger of CN and IC is a success story. The CN-IC combination has lived up to the projections made in the appli- 
cation to the Surface Transportation Board; in fact, the company has exceeded those projections in virtually every instance. As 
promised, the CN-IC merger has resulted in an efficient new single-line service alternative for shippers. Since the merger, CN 
has seen improved reliability, reduced transit times and more efficient use of assets. A new, customer-focused organizational 
structure was designed and implemented to achieve the goals of the combined CN-IC. Throughout the integration process, CN 
has maintained positive relations with labor unions representing employees at CN and IC. Safety has not been compromised. 
A low-risk, phased approach to systems integration with one major objective — no disruption of service — helped ensure a 
smooth transition to a single information system. The result of the merger of CN and IC after one year is excellent service and 
strong financial performance. 
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Building a culture of performance In October 2000, CN announced the promotion of two of its most talented people, Claude 
Mongeau and James Foote, to new executive positions. Mongeau, 39, assumed the role of Executive Vice-President and Chief 
Financial Officer, and Foote, 46, became Executive Vice-President, Sales and Marketing. Like Hunter Harrison, these two embody 
the qualities in our people that have made CN so successful — they are creative thinkers, they work very hard and they are 
totally committed to performing above all expectations. 

| believe the type of leadership Hunter, Claude and Jim exhibit is something we want to develop and encourage 
throughout our organization. Because | am personally convinced that the success of our company going forward will depend 
on the contributions of everyone at CN, we are constantly working at ways to help our employees improve their skills and to 
become a company they can be proud to work for. That means caring about our employees’ career development and appreci- 
ating what they do. It also means motivating them to be the best they can be. 

In 2000, CN introduced a new compensation plan for account managers designed to encourage and provide greater 
financial rewards for sales excellence. It is unique in our industry — providing performance bonuses twice rather than once 
per year; tying compensation closely to individual performance against goals. The result? CN’s best sales performers are 
making more than ever, and those who have not reached their potential are given a financial motivation to do better. 


Looking ahead Over the next year, we will work to grow our top line, increase market share and serve customers better than 
anyone else. We will continue to refine our offerings and improve service performance to bring the maximum benefit of our 
unique service plan to shippers. And we will continue to explore new opportunities to extend geographic reach to open new 
markets for customers and bring value to our shareholders. 


Thank you Each year | am struck by how important the contributions of everyone connected to our organization are to our 
success — our employees, our board of directors, our shareholders and, of course, our customers. | wish to thank you all for par- 
ticipating in the creation of a truly different kind of railroad. It was another excellent year and — | say this with the utmost 


confidence — we are far from finished. The best is yet to come. 


Yours sincerely, 


Lhe” 


Paul M. Tellier 
President and Chief Executive Officer 
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The service plan makes it all possi- 
ble. We've successfully implemented 
fully scheduled operations across 
our entire network. We've changed 
our organization to become more 
customer-responsive and account- 
able. Now we're working to get 
better at what we do and convert 
the opportunities our service 

plan creates — turning performance 
_ into products to increase market 
share and deliver growth. 


E. Hunter Harrison, Executive Vice-President and Chief Operating Officer 


Faster 


Increasingly, shippers of time-sensitive, high-value goods are looking 
for faster service from dock to dock, an area where trucks traditionally 
have had an advantage over trains. The service plan has enabled CN 
to change that. 

Unlike other Class 1 rail carriers, the service plan enables us to 
plan, not just react. CN’s scheduled network gives us the precision we 
need to tighten connections, adjust schedules and make other refinements 
on an ongoing basis to increase velocity and reduce transit times. 

In CN’s unique scheduled railroad philosophy, a train that's moving 
is creating revenue; one that's standing still is costing money. Increased 
speed improves productivity in CN’s fleet — the faster our network 
velocity, the shorter our car turns, the higher percentage of our cars that 
are moving at any given time. As a result, CN can reduce costs while 
improving service and generating revenue. 


Average car velocity 


Car miles per car day 
oo ——— 
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Taking it to the market: 
Expedited intermodal 
train service 


Take the fast track. That's 
what CN’s new expedited 
intermodal train service 
enables customers to do, 
thanks to redesigned 
schedules that cut transit 
times both ways between 
Toronto and major west- 
ern Canadian cities — and, 
in early 2001, between 
Chicago and Vancouver — 
by as much as 24 hours; 
between Toronto and key 
destinations in the east 
by as much as six hours. 
To maximize value, the 
service offers late-in-the- 
day cutoff times at origin 
and early morning deliv- 
ery at destination. CN’s 
expedited shipping offers 
North America’s only 
truly truck-competitive 
intermodal rail service 

to transcontinental 
destinations. 
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Taking it to the market: 
Guaranteed car supply 
program 


After a successful two- 
month pilot project 

with select customers, in 
September 2000 we 
launched a first-of-its-kind 
program that guarantees 
timely arrival of empty 
cars with per-car financial 
penalties to CN if we 

fail to deliver. Initially the 
program applies to our 
4,200-car centre-beam flat 
car fleet used primarily 
for lumber; we expect to 
expand it to include the 
entire CN fleet — boxcars, 
flat cars and gondolas — 
by mid-2001. The program 
adds further value by 
offering guaranteed car 
ordering online. 


Trip plan compliance — 
carload traffic 


Total freight claims — 
year to year 


Percentage on-time Dollars in millions 


82 81 88 92 92 88 21.7 14.5 


Q3 Q4 Qi Q2 Q3 Q4 99 00 
99 99 00 00 00 00 


With more and more companies using just-in-time supply and inventory 
management techniques, service reliability is becoming increasingly 
critical. Shipments must arrive on time with clockwork-like consistency 
or the negative impact on business is immediate and significant. 

The CN service plan enabled us in 2000 to increase dock-to- 
dock trip plan compliance percentage to 90 per cent for time- 
sensitive customers — and by analyzing in-jeopardy cars, we're always 
identifying process or schedule adjustments to further improve on-time 
performance. At the originating end, reliability has another measure. 
Reliability also means getting timely and consistent delivery of empty 
cars to ensure effective management of the supply chain. 

Getting the shipment to destination in good condition is still 


another part of reliability. Success in this area comes largely from a direct 


by-product of the service plan — a modern, well-maintained fleet and 
rail network that protects cargo while reducing the number and severity 
of rail accidents. 


reliable 


Rail transportation has historically been slower, less reliable and more 
difficult to deal with than trucks. The CN service plan makes us as fast 
and reliable as trucks in an increasing number of corridors. Our objective 
now Is to make rail shipping as easy as moving goods over the highways — 
just as simple to get information and pricing, to initiate and track a 
shipment, or to coordinate invoicing and payment. 

If service quality is lacking, the ability to order on the Internet 
is of little or no value. With the service plan, we've accomplished prod- 
uct quality that leads the industry. Now we're devoting the resources 
necessary to do what no railroad has done before — dramatically 
simplify the entire process of shipping by rail. 
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Easier 


Taking it to the market: 
eBill-Payments 


Click to review a freight 
invoice. Click to approve. 
Click to authorize. And 
then, click to pay. With 
eBill-Payments, CN’s new 
electronic freight bill pre- 
sentation and payment 
capability, managing 
freight shipping payables 
has just become much 


easier for customers. eBill- 


Payments has an elec- 
tronic dispute resolution 
feature that is a first 
among railroads, enabling 
most issues to be 
addressed and resolved, 
online, within 48 hours. 
The eBill-Payments appli- 
cation allows shippers 

to maintain their own 
controls — and it’s avail- 
able for both Canadian 
and U.S. shippers, another 
industry first. 
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Taking it to the market: 
CN’s better idea for Ford 


When Ford / UPS Autogistics 
looked to improve vehicle 
transit, they needed 
creative thinking, fresh 
ideas and quick action. 

CN delivered on all three. 
Thanks to the IC merger 
and KCS alliance, CN was 
able to move Ford vehicles 
through Chicago for the 
Kansas City market and 
destination in the western 
US. Other innovations 
included unit trains from 
Ontario to Jackson, 
Mississippi, and shipments 
of vehicles from Flat Rock, 
Michigan, through Canada 
utilizing the Buffalo 
gateway to the Northeast. 
This contributed in CN 
being awarded the 
Outstanding Rail 
Performance Award for 
2000 by UPS Autogistics, 
Ford's logistics partner. 


What's the net result of becoming faster, more reliable and easier to do 
business with? A CN that’s more competitive, able to drive quality 
revenue growth by taking business not only from other railroads but 
also from trucks, a market with much greater potential. With the service 
plan, we have created a new option for transportation services. Faster, 
more consistent, increasingly more simple — and therefore more valuable — 
than conventional rail. As fast, as reliable and as easy as trucks — but 
at a lower cost. 

We have become a different kind of railroad. Unstoppable in our 
drive to set new standards for rail service quality; unstoppable in our 
passion to redefine transportation choice for North American shippers; 
unstoppable in our commitment to transform an entire industry. 

As unstoppable as a locomotive. We're CN, and by focusing 
on serving customers better than ever, we're succeeding by making 
them more competitive. 
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CN at a glance 


Petroleum and chemicals 


Grain and fertilizers 


are for export 


pea: the west coast ports 


of Vancouver and Prince 
_ Rupert or through Thunder 


Metals and minerals 
Bl! 


potash, ammonium nitrate, 
_ urea and other fertilizers, 


Bay on Lake Superior. In the — 


United States, CN handles 


Forest products 


Intermodal 


. . channels. The sec- 
~ ond, the international seg- 
ment, handles import and 
export container traffic, serv- 
ing the ports of Vancouver, 
Montreal, Halifax, Mobile 
and New Orleans. 


Automotive 


— CNisa leading carrier of — 
automotive products origi- 

hating in southwestern 
Ontario and Michigan. This 


business unit moves both 


finished vehicles and parts 


within the United States, 
Canada and Mexico. CN also 


serves shippers of import 


vehicles via the ports of 


- Halifax and Vancouver, and 
through interchange with 
other railroads. 
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Freight revenues 


ae 5 3,483 "2,856 
274,488 «263,470 ~—S 216,501 
143,613 138,669 112,929 
23,493 24,993 21,514 
1,250 1,291 1,064 
33 341 281 
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17% Petroleum and chemicals 
Freight revenue Diedeeraas” 


Revenue ton miles _ (In millions) 


per revenue ton mile (In cents) 


Petroleum and chemicals 24,858 Petroleum and chemicals 3.60 

Metals and minerals 9,207 Metals andminerals_ == «4.26 

Forest products 28,741 ‘Forest products 351 

coal 15,734 Coal 2.08 

9 Grain and fertilizers 2.68 

7) Intermodal — 25,456 Intermodal == 8 
559 Automotive 3,165 Automotive 17.66 


6% Coal 

22% Grain and fertilizers 
18% Intermodal 

11% Automotive 
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the financial and statistical data of Illinois Central (IQ) assuming the acquisition and control of IC occurred 


Chairman's message 


Dear fellow shareholders: November 17, 2000 marked the 
fifth anniversary of the initial public offering of Canadian 
National. Many positive things have occurred during those 
five years under the inspiring leadership of President and 
Chief Executive Officer, Paul Tellier, and during the past three 
years, Executive Vice-President and Chief Operating Officer, 
Hunter Harrison. 

Today CN is the most efficiently managed railroad in 
North America, and it is steadily improving each year. We are 
proud of all the employees at CN and IC who have contributed 
in countless ways to these achievements. 

While we were disappointed that our combination 
agreement with BNSF could not be implemented, CN remains 
very alive to new growth opportunities to expand our franchise throughout North America. 

Last year, CN donated its extensive photo archives collection to the people through a gift to the Canada Science and 
Technology Museum in Ottawa. These photos represent an important record of the past, vividly depicting the growth of two 
great countries through the development and expansion of railroads in North America. It illustrates a time in our history when 
the very challenging terrain was made accessible by train before other modes of transportation were possible, a time when 
railroads truly served to knit the continent together. We are pleased we were able to make this important collection available 
to the public. 

The year 2001 marks the 150th anniversary of the Illinois Central Railroad. This railroad is rich in history and tradi- 
tion, from Abraham Lincoln to Samuel Clemens, and it represents a vital link in the transportation system of the United States. 
We look forward to celebrating this important milestone in the history of IC during the coming year. 

During 2000 one of our Directors, Dr. Edward Neufeld, retired from our Board, and | join with all my fellow Directors 
in acknowledging the important contribution he made to our Board during the past five years. He was one of the original 
Directors present during the IPO and his wise counsel will be missed. 

As we look to the future, we see CN as a vital and emerging force in the North American transportation system. There 
are many challenges ahead, and we are confident we are well positioned for the new millennium. 

To my fellow Directors, | am deeply grateful for your conscientious attention to the company’s business and for your 
continued enthusiastic support for all our new initiatives. 

To our shareholders, we appreciate your loyalty and your continued support as we endeavor always to increase 
shareholder value. Together we are building an enterprise that is the best that it can be. 


Sincerely, 


David McLean, 0.B.C., LL.D. 


Chairman of the Board 
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- future We are pleased to celebrate 
- that tradition with the donation 
of our extensive photo archive — 


- progress - — to the Canada Science 
and bess Museum. 


David McLean, Chairman of the Board 
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There was a time when hope rode the rails. 

A time when North America still 
was new, full of undeveloped potential and 
yet-to-be-realized dreams. 

A time when the continent's greatest 
cities were young, when the telegraph 
was the latest technology, when railroads 
were the principal movers of goods and 
people across a changing landscape. 

We've come a very long way since that 
time, and CN’s extensive photo library 
bears witness to countless moments during 
the journey. Dating back to the 1850s, 

CN's photo collection presents a fascinating 
visual history of the rail industry in Canada 
and the United States — a unique and 
priceless record of the economic, social, 
cultural and technological evolution of a 
continent. If a picture is worth a thousand 
words, CN’s million-image collection 

does the work of a billion-word essay. 

In May 2000, CN donated its historical 
photo library to the Canada Science and 
Technology Museum, which is making 
an ever-increasing selection of images 
available for viewing over the Internet. 
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Together Canada and the United States 
have a great heritage, and we are proud 
of the part CN has played in it. Donating 
our photographic collection was the best 
way we knew to share and preserve 
CN's illustrious past while we continue 
to work on building its future. 


Horse-drawn equipment used to build railway roadbed; 
Tranquille, British Columbia, circa 1910 


A gift of histor 


Aviation hero Charles Lindbergh's remarks at Canada’s 
Diamond Jubilee celebration were heard on CN radio — the 
first national radio broadcast in Canada; Ottawa, Ontario, 
July 1, 1927 


View selected images from the collection in the history section 
of CN’s web site: www.cn.ca/history 


First steam locomotive built in Canada: “Toronto,” 
the Northern Railway of Canada’s locomotive no. 2; 
Toronto, Ontario, circa 1874 


Immigrant families coming into Canada; Winnipeg, Manitoba, 
circa 1925 


General Dwight Eisenhower and the Honorable Angus L. 
Macdonald, Premier of Nova Scotia, en route to 
SS Queen Mary; Halifax, Nova Scotia, 1946 


A prairie grain farmer adds twine to his binder, a horse-drawn 
machine that cut and bound wheat stalks into sheaves; 
near Wainwright, Alberta, circa 1924 


In 2000, we marked the fifth year of CN’s remarkable turn- 
around in financial performance as a publicly traded company. 
The turnaround has been the result of fundamental changes 
in the way we run and drive the business. To thrive in a highly 
capital-intensive industry, we have substantially improved 
the flexibility of our cost structure, sharply increased our 
focus on asset productivity and instilled a pervasive bottom- 
line discipline throughout the organization. 

Today, CN is a more resilient company, strongly 
focused on customer service. With this discipline and focus, 
CN has been able in 2000 to earn a return on investment that 
is in line with its cost of capital, a key indicator of financial 
health. These achievements have driven significant share- 


neldee value creation, with the market epolenien of the firm up fivefold since the IPO. 


With CN clearly in an industry-leading position, our challenge going forward is to keep up the momentum. We know 
that financial health is a long-term requirement that has to be maintained over the whole business cycle, not just for a year 


or two. Given the prospects of a slowing economy in 2001, we must reach out and bring performance to the next level of excel- 
lence. The challenge is real, but | am confident that CN has the resources and the commitment to deliver. 


| invite you to review the details of CN’s results in our financial statements for 2000. | trust you will conclude that 
these results provide a solid foundation for the future, offering the potential for continued value creation. 


Sincerely, 


on 


Claude Mongeau 
Executive Vice-President and Chief Financial Officer 
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Illinois Central Railroad Company consolidated financial information 
Quarterly financial data 

Comparative figures 
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Selected Railroad Statistics 


Year ended December 31, 2000 1999 1998 1998 
Pro forma(t) 
Rail operations 
PrIGIFOVENUES (S$ MNNONS) Mecca arneA cumin lemme we Sani aes aaa, eas te 5,236 5,032 4,952 3,943 
GrOssstonstni les Cha iiliO MS) eens emer Mere Wee ee Bele, a cen RUNES CAL Ua feta lee 288,150 274,488 263,470 216,501 
REvencertonjmllesn(RiMMCHI OMS) meetin eRe ere ne nne we ees an ameter le ae 149,557 143,613 138,669 112,929 
ROUtenmiless IG UOeSsGahadaVranG NOvUAS)) memenerret ese maee einen LUN tn erm yin enn 15,532 (SIN 16,911 13,741 
Operating expenses (excluding the 1998 special charge) per RTM (cents) .......... 2.53 2.62 2.78 Ze 
Freight reventienper RIM (Cents) Sauk car cionsaemeag asta na saan crane ammaate acs «pees 3.50 3.50 3:07 3.49 
Carloadst(iousarids) arc mer we tee teeta x. MIE wh ee en pie rere ne une Sees 3,796 3,645 3,483 2,456 
FreIGNT TEVeEnUMDENCANOAdHS) wenn aceeeeaannin ey camen, oat wakes ab cnge asd. 1,379 1,381 1,422 1,605 
Dieselitueliconsumeci(itersanuiniiONS) asec teeta cee serein stresses a 1,292 1,250 1,291 1,064 
AVERAGE HUEL DIIGO GILG) a rae tian: tet cain aarp unged aAein aka Aun neue, cece cue a vad 0.33 0.23 0.23 0.24 
Revenue ton miles per liter of fuel consUMED ............ cece cece e teeter teen ene 116 115 107 106 
Gross ton: miles. periiterof Tuel comSUMed earn siap:. en biale- Anteu aime aioe een ee net 223 220 204 203 
Diesel fuel consumed (U.S. gallons in MIlIliONS) 11... ccc ccc e cece ents ee nena ee enes 341 330 341 281 
ANGRAGS TUE RICAN S/S Call OMI) ety ay at tak rete Mer rayedui etah cat isip teeing eh ao aln 1.24 0.87 0.87 0.90 
Revenue ton miles per U.S. gallon of fuel ConsuMed ............ 000 eeseeeee cece eens 439 435 407 402 
Gross tonimites: per US..gallonof fuel CONSUMED (Ly aie eue ener cob eeeseehsseeubas 845 832 773 770 
KOCOMOLIVe:DAcvOrdelaratiOn( lo) MePe ner ee: eee RTE EEO Tintern aati one aes 6.0 6.8 7.8% 7.8 
Frcightxcanibad orcdenration(le)\sise me teen aitate snes ae Fa asin SO aver key 5.1 5,42 3.42) 3.4 
Productivity 
Operating ratio (excluding the 1998 special charge) (%) ...........ccsseeeeeeeeeees 69.6 72.0 75.1 (53 
Freight revenue per route mile ($ thousands) ..........ccccccseeceseseneeeeneeennes 337 319 293 287 
Revenue ton miles per route mile (thOUSANAS) .......... cece cece cence cece neeeenes 9,629 9,103 8,200 8,218 
Freight revenue per average number of employees ($ thousands) .............+004: 233 214 198 183 
Revenue ton miles per average number of employees (thousands) ................. 6,660 6,113 5,548 5,249 
Employees 
Number at enciof year gui auc cutee cen eens cee veer eee een tyro een 21,378 21,563 22,653 19,198 
Average numberduringiveal-zaunaccteee asin eee mcm eer e mena nent 22,457 23,493 24,993 21,514 
Labor and fringe benefits expense per RTM (cents) .........cccccececsneeeeeeennes 0.99 1.05 1.14 1.14 
Injury frequency rate per 200,000 person hours ...........0:ccceeeeeeeeeeeeeeeeenes 525 es 6.8 Mies: 
AccicentrrateiperimillionstralnimtleSiv.c semen sieneer ree ee ne ern: eer ie ra ee Dal De? 2.3 1.4 
Financial 
Debt to total capitalization ratio (% at end OF Yar) oo... ieee ccc e cee nents eens 41.4 42.7 45.0” 45.0 
Returmn.on assets (% af end iol year)” wee. ue ee Pe ee: conta one att 6.5 7 5.9° 5.9 


(1) Pro forma refers to the consolidation of the financial and statistical data of Illinois Central Corporation (IC) assuming the acquisition and control of IC occurred on January 1, 1998. 
(2) Excludes Illinois Central Corporation. 
(3) Income before cumulative effect of changes in accounting policy, adjusted to exclude the 1998 special charge. 


Certain of the 1999 and 1998 comparative figures have been reclassified in order to be consistent with 2000 presentation. 


32 Canadian National Railway Company U.S. GAAP 


Management's Discussion and Analysis 


Management's discussion and analysis relates to the financial condition and results of operations of Canadian National Railway Company (CN) 
together with its wholly owned subsidiaries, including Grand Trunk Corporation and Illinois Central Corporation (IC). As used herein, the 

word “Company” means, as the context requires, CN and its subsidiaries. CN’s common shares are listed on the Toronto and New York stock 
exchanges. Except where otherwise indicated, all financial information reflected herein is expressed in Canadian dollars and determined on 
the basis of United States generally accepted accounting principles (U.S. GAAP). 


Financial results 


2000 compared to 1999 

The Company recorded consolidated net income of $937 million ($4.81 
per basic share) for the year ended December 31, 2000 compared to 
$751 million ($3.81 per basic share) for the year ended December 31, 
1999. Diluted earnings per share were $4.67 for the current year com- 
pared to $3.74 in 1999. 

The years ended December 31, 2000 and 1999 include items impact- 
ing the comparability of the results of operations. In 2000, the Company 
recorded a gain of $84 million, $58 million after tax ($0.30 per basic 
share or $0.28 per diluted share) related to the exchange of its minority 
equity investments in certain joint venture companies for common 
shares in 360networks Inc. The results of the comparable period include 
a $5 million after-tax ($0.03 per basic and diluted share) cumulative 
effect of changes in accounting policy. 


Excluding the effects of the items discussed herein, consolidated 
net income was $879 million ($4.51 per basic share or $4.39 per diluted 
share) in 2000 compared to $746 million ($3.78 per basic share or $3.71 
per diluted share) in 1999. 

Operating income was $1,648 million for 2000 compared to $1,467 
million in 1999. This represents an increase of $181 million, or 12%. 
The operating ratio in 2000 was 69.6% compared to 72.0% in 1999. 


Revenues 

Revenues for the year ended December 31, 2000 totaled $5,428 million 
compared to $5,236 million in 1999. The increase of $192 million, or 4%, 
was mainly attributable to gains in automotive, intermodal and grain and 
fertilizers. This was partially offset by lower coal revenues. Revenue ton 
miles increased by 4% as compared to 1999 while freight revenue per 
revenue ton mile remained flat. 


Year ended December 31, 2000 1999 2000 1999 2000 1999 
Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 

RE OIRGIRFANGICHEMICAISS <u. na. as shietdhlasasignehimensa cm seme narcesecs abla venice $ 894 $ 878 24,858 24,194 3.60 3.63 
MletalstanGlmMineralSsers. cow csunes cow stench alevicen se breteetiensa mi Neva vietreicia uteleta 392 398 9,207 9,271 4.26 4.29 
PORES tI PRO CUCES, octets sex cizt:era seiko’ choles w alope sien aia wine etree arsine nln sreedaschephtste ocusteran 1,008 995 28,741 27,500 3.51 3.62 
(Col) ciss3e. aa lao to aan R BER eee ib beeo bana tected sh deta aorbsan snopeacmrydotccy 328 402 15,734 18,645 2.08 2.16 
Sein Bitehiven dlpeehne paneeeronnyscc tdaecemc acu weccnonpacdaonanscanepsccS sap 1,136 1,066 42,396 38,681 2.68 2.76 
FaREVU tate et Lott. top B Ep Rena inee abb aospeeaon in nchUnobacace cn Ser oncHteee 919 810 25,456 22,589 3.61 359 
TNE Pe} 1110) (NOt are AP ng OREO meron aE OO snatben a oon soupbC ncemnrDnadeaseaceoues 559 483 3,165 2,733 17.66 17.67 
OVINGT ee Also dear aeho: sannunncots Tan GEenOreecoadecdc noccpction non Arriopes 192 204 = - = = 
TOCA Ro RN TO ee nas aud Neate wishes tare cteratctetoTaba/ aye nte/a ete oratecnas $5,428 $5,236 149,557 143,613 3.50 3.50 
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Petroleum and chemicals 

Revenues for the year ended December 31, 2000 increased by $16 mil- 
lion, or 2%, over 1999. Growth for the year was mainly due to increased 
demand for petroleum gas, industrial chemicals and petrochemicals. 
Growth was also driven by increased production from plant expansions 
in the petroleum products segments. Weak market demand for polyviny! 
chloride (PVC plastics) and related chemicals and sulfur exports to the 
United States partially offset these gains. The revenue per revenue ton 
mile decrease of 1% for the year was mainly due to changes in some 
contract and rate structures. 


Petroleum and chemicals 


Percentage of revenues Carloads* In thousands 
28 Be NES oY ee SES : SS 


54% Petroleum and plastics 
46% Chemicals 
“Data prior to 1998 excludes IC. 


Metals and minerals 

Revenues for the year ended December 31, 2000 decreased by $6 mil- 
lion, or 2%, as compared to 1999. The decline for the year reflects lower 
finished steel shipments due, in particular, to fewer pipeline projects in 
western Canada and customer production shutdowns in 2000. This is 
partially offset by market share gains in, as well as strength from, both 
the overall steel markets in the first half of 2000 and concentrate mar- 
kets during the year. The revenue per revenue ton mile decrease of 1% 


for the year was mainly due to an increase in the average length of haul. 


Metals and minerals 


Percentage of revenues Carloads* In thousands 


71% Metals 
29% Minerals 


*Data prior to 1998 excludes IC 
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Forest products 

Revenues for 2000 grew by $13 million over 1999, representing a 1% 
increase. Market share gains, as well as solid demand in the paper seg- 
ment, drove growth in the year. Declining lumber shipments due to 
weaker commodity prices and fewer housing starts in the United States 
compared to 1999 partially offset these gains. The revenue per revenue 
ton mile decrease of 3% for the year can be attributed to an increase 

in the average length of haul. Rate pressure as a result of consolidations 
in the forest products industry was also a contributing factor. 


Forest products 


Percentage of revenues Carloads* In thousands 
i : 


33%: Lumber 28% Paper 96 97 98 
28% Fibers 11% Panels 
*Data prior to 1998 excludes IC 


Coal 

Revenues for the year ended December 31, 2000 decreased by $74 million, 
or 18%, from 1999. Continued weak market conditions for Canadian 
export coal resulted in lower shipments from, and closures of, certain 
CN-served coal mines. This was compounded by further rate reductions 
which were tied to coal prices. The revenue per revenue ton mile decrease 
of 4% for the year was mainly due to reduced freight rates tied to con- 
tracted coal prices. 


Coal 


Percentage of revenues Carloads* th thousands 


88% Coal 96 97 98 
12%. Petroleum coke 
“Data prior to 1998 excludes IC 
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Grain and fertilizers 

Revenues for 2000 increased by $70 million, or 7%, over 1999. The 
increase for the year was mainly driven by strong Canadian wheat and 
barley exports, as well as U.S. and Canadian oil seed exports. Revenue 
per revenue ton mile decreased by 3% for the year mainly due to a 
decline in grain rates in Canada and a shift to longer haul traffic. 


Grain and fertilizers 


Carloads* In thousands 


Percentage of revenues 


14% Potash 96 9 98 
10% Fertilizers 


29% Food grain 
24% Feed grain 


23% Ojl seeds *Data prior to 1998 excludes IC 


Intermodal 

Revenues in 2000 increased by $109 million, or 13%, in comparison 

to the year ended December 31, 1999. Increased container trade through 
the ports of Vancouver and Halifax and market share gains drove the 
growth in the international segment. The domestic segment benefited 
from strength in the North American economy as well as market share 
gains through enhanced service offerings. The revenue per revenue 

ton mile increase of 1% for the year is mainly due to a shift to higher 
yielding traffic. 


Intermodal 


Percentage of revenues Carloads* thousands 


58% Domestic 96 7. 
42% International 


*Data prior to 1998 excludes IC 
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Automotive 

Revenues for the year ended December 31, 2000 increased by $76 mil- 
lion, or 16%, over 1999. The increase in revenues for the year reflects 
strong North American vehicle sales during the first nine months of 2000 
and market share gains due, in part, to competitors’ service problems. 
The revenue per revenue ton mile for the year remained relatively 
unchanged despite an increase in the average length of haul, due to 
growth of higher yielding traffic. 


Automotive 


Percentage of revenues Carloads* 


80% Finished vehicles 
20% Auto parts 
“Data prior to 1998 excludes IC 


Other items 

Revenues for the year ended December 31, 2000 decreased by $12 mil- 
lion over 1999. The majority of the 6% decrease was attributable to a 
non-recurring branch line subsidy payment from the Canadian Trans- 
portation Agency (CTA) received in 1999 relating to a claim for unprof- 
itable lines. This was partially offset by increased revenues in 2000 for 
commuter services. 
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an increase of only $11 million due predominantly to significantly higher 
fuel costs and depreciation, partially offset by reductions in all other 
expense categories. 


Operating expenses 
Operating expenses amounted to $3,780 million in 2000 compared to 
$3,769 million in 1999. Operating expenses remained relatively flat with 


Dollars in millions Year ended December 31, 2000 1999 
% of % of 
Amount revenue Amount revenue 
Eta einehuilite Alta TC Obecsomercoadanareraacscancurmer aeagatnon cease se noncheadaWwaucnbadcasecatacnocnAbototd: $1,482 27.3% $1,509 28.8% 
eG Ne NILES. con cap aaeinnd-tae Aono eon ora ore cen pick aciae adr cn ow eran secc MonDeoiurEN aR anus sanadanackepee 551 10.2% 569 10.9% 
Diepreciationyarlarortizetth Omar nncore srsesecettets she oe tereanofoielralelaereatelyoceelesnfae/elstetyat ele steleltels = <= ea teste msre oslo 525 9.7% 490 9.3% 
STs Bt OAs eee Ade niet Ge Ra EAD ARE DERE ce cerns mean ROU Money CHOU Am onion rpc cm emmenicr SancoUacotacas 446 8.2% 308 5.9% 
SCH TUSAIK: 1S: cane .asasene sacmeec yadonddsoBseents snaps AbsosounopuGnaoscondradacadandsudemnn gonobaseesubobe doc 285 5.2% 328 6.3% 
WENGE lc aap enacts Coe naar ation EX OC cena COP DCE CRaAton unUa WAC nc nnn orate mnadape semana ct osuuo saa One 195 3.6% 204 3.9% 
Operating itaxestersmecmcmcr dees tsar stacey se eritiocetinslataniaa ate ney scatetec Gato atest ter sr oe seers ane eae 158 2.9% 172 3.3% 
GESAME ayinls |CLLKelp eaohancongdan acon omBenonere eancatoobdongans ao cnponomaanaodnescasasenogonuomaoTapncebdsono ss 138 2.5% 189 3.6% 
Toba Aas aecsseite RR eSabeisehess oats aon ic RALLIES Oc Me CE ee $3,780 69.6% $3,769 72.0% 


Labor and fringe benefits: Labor and fringe benefit expenses in 2000 
decreased by $27 million, or 2%, as compared to 1999. The decrease 
was mainly attributable to the Company's reduced workforce and lower 
pension related expenses, partially offset by wage increases in 2000. 


Purchased services: Costs of purchased services decreased by $18 mil- 
lion, or 3%, in 2000 as compared to 1999. The decrease was mainly 
due to a new directional running agreement and higher recoveries 
from joint facilities. This was partially offset by higher consulting and 
professional fees related to the terminated CN-Burlington Northern 
Santa Fe (BNSF) combination. 


Depreciation and amortization: Depreciation and amortization 

expense in 2000 increased by $35 million, or 7%, as compared to 1999. 
The increase was due to the impact of net capital additions and the 
acquisition, at the end of 1999, of certain equipment formerly under 
operating leases. 


Fuel: Fuel expense in 2000 increased by $138 million, or 45%, as com- 
pared to 1999. This was largely due to a 43% increase in the average fuel 
price (net of the Company's fuel hedging program) as well as an increase 
in traffic volumes. An improvement in fuel efficiency partially offset the 
higher fuel costs. 


Equipment rents: These expenses decreased by $43 million, or 13%, 

in 2000 as compared to 1999. The decrease was mainly attributable to 
continuing improvements in asset utilization as a result of the Company's 
service plan and the acquisition of certain equipment formerly under 
operating leases. This was partially offset by higher volumes and more 
foreign cars on-line. 


36 Canadian National Railway Company 


Material: Material costs decreased by $9 million, or 4%, in 2000 as 
compared to 1999. This decrease was mainly a result of improved pur- 
chasing practices as well as higher recoveries from work performed 
for third parties. 


Operating taxes: Operating taxes decreased by $14 million, or 8%, in 
2000, mainly as a result of lower municipal property taxes and a refund 
of prior years’ sales tax. This was partially offset by higher diesel fuel 
taxes resulting from increased volumes. 


Casualty and other: These expenses decreased by $51 million, or 
27%, in 2000 as compared to 1999. Lower expenses for environmental 
matters, damaged equipment as well as various one-time recoveries 
largely drove the decrease. This was partially offset by higher casualty 
and legal costs and bad debt expense. 


Other 
Interest expense: Interest expense of $311 million for the year ended 
December 31, 2000 remained relatively unchanged from the 1999 level. 


Other income: \n 2000, the Company recorded other income of $136 mil- 
lion compared to $55 million in 1999. This increase was mainly due to 
the Company's gain on the exchange of its minority equity investments 
in certain joint venture companies for shares of 360networks Inc. 


Income tax expense: The Company recorded an income tax expense for 
the current year of $536 million compared to $462 million in 1999. The 
effective income tax rate was 36.4% for 2000 and 38.2% in 1999. The 
reduced effective tax rate in 2000 reflects lower overall income taxes 
applicable to CN and its subsidiaries’ operations in certain jurisdictions. 
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1999 compared to 1998 

Where applicable and for comparative purposes only, management's 
discussion and analysis of the financial results when comparing 1999 
to 1998 has also been provided using 1998 pro forma figures as 
presented in Note 4 to the 1999 consolidated financial statements. 
As used herein, 1998 pro forma refers to the consolidation of the 
results of operations of IC, assuming the acquisition and control of 
IC occurred on January 1, 1998. 

The Company recorded consolidated net income of $751 million 
($3.81 per basic share) for the year ended December 31, 1999 compared 
to $266 million ($1.45 per basic share), or $295 million ($1.54 per basic 
share) on a pro forma basis, for the year ended December 31, 1998. 
Diluted earnings per share were $3.74 in 1999 compared to $1.44 
($1.53 pro forma) in 1998. 

The years ended December 31, 1999 and 1998 include items impact- 
ing the comparability of the results of operations. In 1999, the Company 
recorded a $5 million after-tax ($0.03 per basic and diluted share) 
cumulative effect of changes in accounting policy for expenditures 
related to the improvement of bridges and other structures and freight 
cars, and for costs associated with employee injuries. In 1998, the 
Company recorded a special charge of $590 million, $345 million after 
tax ($1.89 per basic share, $1.80 per basic share pro forma or $1.87 per 
diluted share, $1.78 per diluted share pro forma), for workforce reduc- 
tions and an after-tax cumulative effect of change in accounting policy 
for pension costs of $42 million ($0.23 per basic and diluted share, $0.22 
per basic and diluted share pro forma). 


Excluding the effects of the items discussed herein of $5 million 
($0.03 per basic and diluted share) for 1999 and $303 million ($1.66 per 
basic share, $1.58 per basic share pro forma or $1.64 per diluted share, 
$1.56 per diluted share pro forma) for 1998, consolidated net income 
was $746 million ($3.78 per basic share or $3.71 per diluted share) for 
the year ended December 31, 1999 compared to $569 million ($3.11 per 
basic share or $3.08 per diluted share), or $598 million ($3.12 per basic 
share or $3.09 per diluted share) on a pro forma basis, for the year 
ended December 31, 1998. 

Operating income was $1,467 million for 1999 compared to $418 mil- 
lion ($691 million pro forma) in 1998. When compared to 1998 operating 
income of $1,008 million ($1,281 million pro forma), excluding the 
special charge, 1999 operating income increased by $459 million, or 
46% ($186 million, or 15% pro forma). The operating ratio in 1999 was 
72.0% compared to 75.3% (75.1% pro forma) in 1998, excluding the 
special charge. 


Revenues 

Revenues for the year ended December 31, 1999 totaled $5,236 million 
as compared to $4,078 million in 1998, an increase of $1,158 million, 

or 28%, mainly attributable to the consolidation of IC's operating results 
in 1999. 

When compared to 1998 pro forma revenues of $5,137 million, 
annual revenues increased by $99 million, or 2%. The increase was 
mainly due to higher revenues in automotive, petroleum and chemicals, 
and intermodal, partially offset by coal. Revenue ton miles increased by 
4% while freight revenue per revenue ton mile decreased by 2%. 

The 1998 data presented in the following table is on a pro forma 
basis. For comparative purposes only, variances relating to the individ- 
ual business units are discussed and analyzed solely using the 1998 
pro forma figures. 


Year ended December 31, 1999 1998 1999 1998 1999 1998 
Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 
Petroleumand. ChemicalSi crc mckeite nase seteash x cinva tanelixsicelorG aattenn cane nannies $ 878 $ 851 24,194 22,100 3.63 3.85 
Metats"and:mineralsecseteniser cceaocreeees tren tusks mecicnarmeauacecimnsete tre 398 408 9,271 9,970 4.29 4.09 
FOSEPIOGUCIS re terer tian te et interme eres aiwee ible aierr cle Se aiaeiataisie § Soreisten y's 995 979 27,500 26,220 3.62 3.73 
CODE em Renee eTNaee soeceanaca tee anid cat esatexanaaamininnaa 402 474 18,645 19,907 2.16 2.38 
Grainranid ter tiZersoeccccam tee ste ceteris tees Gsichatee mars us eta mman saree 1,066 1,068 38,681 37,904 2.76 2.82 
BTALQTISNOCAL ene cence «ae sre co ee oe mari otete oe ei ieretolete lejsramesciche stun oisisinstelsitis 20r4 810 790 22,589 20,353 3.59 3.88 
AUOIMOLIVOrs carte cnc on ent Sem OM ETON Nee esc ne mpie sitaaaretarec 6 483 382 2,733 2,215 17.67 17.25 
OL ETRIEITIB Reet eres ve once ere rs Sm ere ets elsecae ier etatareinve-s ettorvtades orale ac 204 185 - - - = 
Ga Pree er ice aot eae tases aviake sTasiciebtnn eerelNing sininsfaisateietatale Nema nite o's $5,236 $5,137 143,613 138,669 3.50 3.57 
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Petroleum and chemicals 

Revenues for the year ended December 31, 1999 increased by $27 million, 
or 3%, over 1998. Growth stemmed from favorable market conditions 
for sulfur, plastics and plastics derivatives, particularly in Canada, and 
strong demand for liquefied petroleum gas. The improvement was par- 
tially offset by increased short-line payments related to the Company's 
network rationalization program. An increased average length of haul 
contributed to a 6% decrease in revenue per revenue ton mile. 


Metals and minerals 

Revenues for the year ended December 31, 1999 decreased by $10 mil- 
lion as compared to 1998. The 2% decrease was driven by weak steel 
shipments resulting from strong offshore steel imports in the United 
States and Canada in the earlier part of the year. This was partially offset 
by the growth in construction materials traffic, in line with stronger con- 
struction activity, and stronger non-ferrous metals traffic in Canada. An 
increase in revenue per revenue ton mile of 5% is related to a decrease 
in the average length of haul. 


Forest products 

Revenues for 1999 increased by $16 million, or 2%, over 1998. The 
positive 1999 performance reflected growth in lumber and panels traffic 
in line with Canadian and U.S. construction markets, gradual recovery 

in international woodpulp markets, as well as a strike at a major paper 
producing customer in 1998. Increased short-line payments related to 
the Company's network rationalization program partially offset the 1999 
improvements. A shift to longer haul traffic contributed to the decrease 
in revenue per revenue ton mile of 3%. 


Coal 

Revenues for the year ended December 31, 1999 decreased by $72 mil- 
lion, or 15%, from 1998. The decrease in 1999 was due to weak Canadian 
coal exports as a result of reduced Asian steel production and contract 
coal price reductions. The revenue per revenue ton mile decrease of 9% 
was mainly attributable to reduced freight rates tied to coal prices. 
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Grain and fertilizers 

Revenues remained essentially flat during 1999. The $2 million decrease 
reflects the reduction in canola oil and seed shipments consistent with 
market conditions and lower Canadian wheat exports in the earlier part 
of 1999, as well as increased short-line payments related to the Company's 
network rationalization program. These were offset by the increase in 
U.S. exports of corn through the Gulf of Mexico and of potash shipments 
tied to significant Canadian potash export growth in the fourth quarter 
of 1999. The decline in revenue per revenue ton mile of 2% mainly 
results from the decrease in regulated Canadian grain rates of 1.2% in 
August 1998. 


Intermodal 

Revenues in 1999 increased by $20 million, or 3%, as compared to the 
year ended December 31, 1998. The increase was mainly due to strength 
in the international segment in line with growing container trade and 
new traffic obtained through the Port of Vancouver. The domestic segment 
also contributed to this growth driven by the impact of the strong U.S. 
economy, partially offset by weakness in the Canadian domestic market 
to the west. Strong competition and a shift in traffic patterns for both 
the international and domestic segments resulted in a revenue per 
revenue ton mile decrease of 7%. 


Automotive 

Revenues for the year ended December 31, 1999 increased $101 million 
over 1998. The 26% increase in revenues is consistent with strong vehi- 
cle sales in both Canada and the United States and double-digit growth 
in Canadian motor vehicle exports, and reflects the impact of a strike 
at a major automotive manufacturer in 1998. The revenue per revenue 
ton mile increase of 2% is mainly due to a shift in traffic patterns and 
to the weakness of the Canadian dollar in the earlier part of 1999. 


Other items 

Revenues for the year ended December 31, 1999 increased by $19 mil- 
lion, or 10%, over 1998. The majority of the increase was attributable 
to the final branch line subsidy payment of $21 million related to the 
1996 claim for unprofitable lines. 
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Operating expenses 
Total operating expenses amounted to $3,769 million in 1999 compared 
to $3,660 million in 1998. When compared to 1998 operating expenses 
of $3,070 million, excluding the special charge for workforce reductions, 
1999 operating expenses increased by $699 million, or 23%, predomi- 
nantly due to the consolidation of IC's operating expenses in 1999. 

Pro forma operating expenses for the year ended December 31, 1998 
were $4,446 million. When compared to 1998 pro forma operating 


expenses of $3,856 million, excluding the special charge, 1999 operating 
expenses decreased by $87 million, or 2%. The decrease was mainly due 
to lower expenses in labor and fringe benefits, equipment rents and 
operating taxes, partially offset by increased purchased services costs. 

The 1998 operating expense data presented in the following table 
is on a pro forma basis. For comparative purposes only, variances 
relating to the individual operating expense categories are discussed 
and analyzed solely using the 1998 pro forma figures. 


Dollars in millions Year ended December 31, 1999 1998 

% of % of 
Amount revenue Amount revenue 
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DEDLECIAOMANG AMONIZAUOM eepieeseenvssewatelacenate setae /acier adele salelenece ste sere ner e/eeieiniie/siee(slaiiecee' 490 9.3% 497 9.7% 
FUIEH . comeacmana tia pedatad dlcanenarr lida sanths Rotcrcursidacm Bacntnadh COC en Or Osean soe aogOe Orc necr sone ee enor i 308 é 5.9% 312 6.1% 
ECHL CIM TStrncrt sas titeen rete teabhe ee lare ace oae ncateniatatatiorreler yerclch teen mieateiealc/eBiewie a\eicie've eis vceinonielue eeie'ne ons 328 6.3% 354 6.9% 
MBL EL dace ane ae temr oamoretaed crate cinteo rcs 80 anno ccm Sem te CHOCO Rca gt eRe ere ARH OE Hot Mee pacmecnoe 204 3.9% 219 4.3% 
OAL NET ENCS i anise ade Ga cantings Saeae eRBcbOceaAneaca ore rie RH ODO OTe pn Ot ad ante aio c Rea ar ori Ono See een 172 3.3% 199 3.9% 
CSIs 072 Fa BIG OHTA son pak anne MSAOG0” HOESE Sano apeEEEReeD gon NOU UHeao Roos Ser orn tidaoner :epenuecnnricearn re ssoeraer 189 3.6% 174 3.3% 
3,769 72.0% 3,856 75.1% 
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GEL se essa 5 Ge aoe BROS oa ee TE Abo HO ara tomtO Oc ap seem ace ion ann Onn HG Doc THOT GRA TR COHE Err aca een $3,769 $4,446 


Labor and fringe benefits: Labor and fringe benefit expenses in 1999 
decreased by $77 million, or 5%, as compared to 1998. The majority of 
the decrease was attributable to the Company's reduced workforce 
and higher workers’ compensation costs in 1998, partially offset by 
increased 1999 salary and benefit costs. 


Purchased services: Costs of purchased services increased by $54 mil- 
lion, or 10%, for 1999 as compared to 1998. The increase was mainly 
due to higher consulting and integration costs, outsourcing fees, as well 
as $20 million incurred in the fourth quarter of 1999 for costs related 
to the proposed combination of CN and BNSF. 


Depreciation and amortization: Depreciation and amortization expense in 
1999 decreased by $7 million, or 1%, as compared to 1998. The impact 
of capital additions was more than offset by the effects of revised depre- 
ciation rates following the completion of a study in early 1999 of the 
Company's depreciation rates. 


Fuel: An improvement in fuel efficiency as well as a lower average fuel 
price in 1999 (including the effects of the Company's fuel hedging pro- 
gram) produced a decrease in fuel expense of $4 million, or 1%, in 1999. 
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Equipment rents: These expenses decreased by $26 million, or 7%, in 
1999 compared to 1998 due to a higher level of car hire income in 1999 
versus 1998 and a lower level of short-term leases, mainly as a result 

of improved asset utilization from the new service plan. 


Material: Material costs decreased by $15 million, or 7%, in 1999 from 
the 1998 level. The decrease in 1999 was mainly as a result of lower 
running repairs due to a fewer number of locomotives and freight cars 
in service. 


Operating taxes: Operating taxes decreased by $27 million, or 14%, in 
1999, mainly as a result of a decrease in the Alberta statutory diesel 
fuel tax rate, a refund of prior years’ taxes and lower municipal property 
tax rates in certain jurisdictions. 


Casualty and other: These expenses increased by $15 million, or 9%, 
during 1999. The increase was largely driven by the increase in the provi- 
sion for environmental costs in 1999 as well as the one-time recovery 

of costs from a third party in 1998. The increase was partially offset by 
lower costs related to legal claims in 1999. 
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Other 

Interest expense: |Interest expense for the year ended December 31, 1999 
was $314 million compared to $242 million in 1998. The 1999 increase 
of $72 million was largely attributable to the consolidation of IC in 1999. 
Compared to 1998 on a pro forma basis, interest expense decreased by 
$17 million, mainly as a result of debt repayments from the proceeds 

of the common shares and convertible preferred securities issuances at 
the end of June 1999. 


Other income: The Company consolidated the results of IC in 1999. 

In 1998, the Company applied the equity method of accounting for 

its investment in IC. Equity in the earnings of IC for the year ended 
December 31, 1998 was $105 million. Pro forma figures have been pre- 
sented in Note 4 to the 1999 consolidated financial statements as if the 
Company had consolidated the results of IC on January 1, 1998. 

In 1999, the Company recorded other income of $55 million com- 
pared to other income of $17 million ($23 million pro forma) in 1998, 
excluding the equity in earnings of IC. The increase in 1999 was mainly 
due to first quarter right-of-way revenues of $20 million and the compar- 
ative period's $26 million of unrealized foreign exchange loss on the 
translation of the Company's U.S. dollar denominated long-term debt. 


Income tax expense: The Company recorded income tax expense of 
$462 million for the year ended December 31, 1999 compared to income 
tax expense of $74 million ($130 million pro forma) in 1998. The effec- 
tive income tax rate was 38.2% in 1999 and 40.7% (38.5% pro forma) 
in 1998, excluding the equity in earnings of IC as well as the effect of 
the special charge in 1998. 


Liquidity and capital resources 


Operating activities: Cash provided from operations was $1,506 million 
for the year ended December 31, 2000 compared to $1,278 million for 
1999. Net income, excluding non-cash items, generated cash of $1,698 
million in 2000, up from $1,657 million in 1999. A portion of the cash 
generated in 2000 and 1999 was consumed by payments with respect 
to workforce reductions of $189 million and $219 million, respectively. 
As a result of the 2000 payments, the workforce reduction accruals have 
been reduced to $513 million as at December 31, 2000. Cash payments 
with respect to these workforce reduction accruals are expected to be 
approximately $137 million in 2001. 


Investing activities: Cash used by investing activities in 2000 amounted 
to $981 million compared to $898 million in 1999. Net capital expen- 
ditures amounted to $958 million for the year ended December 31, 
2000, an increase of $22 million over 1999. Capital expenditures 
included roadway renewal, rolling stock and other capacity and produc- 
tivity improvements. 
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The Company anticipates that capital expenditures for 2001 will 
remain at approximately the same level as 2000. This will include funds 
required for ongoing renewal of the basic plant and other acquisitions 
and investments required to improve the Company's operating efficiency 
and customer service. 

As at December 31, 2000, the Company had commitments to acquire 
freight cars at an aggregate cost of $13 million, rail at a cost of $28 mil- 
lion and railroad ties at a cost of $25 million. 


Dividends: During 2000, the Company paid dividends totaling $136 mil- 
lion to its shareholders at the rate of $0.175 per share per quarter. 


Financing activities: Cash used by financing activities totaled $679 mil- 

lion for the year ended December 31, 2000 compared to $273 million 

in 1999. The Company used $529 million in 2000 to repurchase common 
shares as part of the share repurchase program. During 2000, the Company 
recorded $149 million in capital lease obligations ($235 million in 1999) 
for capital leases related to new equipment and the exercise of purchase 
options on existing equipment. 


Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and Wisconsin Central Transportation Corporation (WC) 
entered into a merger agreement (the Merger), providing for the acqui- 
sition of WC by the Company for a purchase price of approximately 
$1,200 million (U.S.$800 million or U.S.$17.15 per share) payable in 
cash. The acquisition will be initially financed by debt and cash on hand. 

The Merger is subject to, among other things, approval by the share- 
holders of WC. WC shareholders are expected to vote on the proposed 
Merger during the first half of 2001. 

In accordance with the terms of the Merger, the Company's obligation 
to consummate the Merger is subject to the Company having obtained 
from the U.S. Surface Transportation Board (STB) a final, unappealable 
decision that approves the Merger or exempts it from regulation and 
does not impose on the parties conditions that would significantly and 
adversely affect the anticipated economic benefits of the Merger to 
the Company. 

If the acquisition is completed, the Company will account for the 
acquisition of WC using the purchase method of accounting in accordance 
with Opinion No. 16, “Business Combinations," of the Accounting 
Principles Board of the American Institute of Certified Public Accountants. 
Under this method, the Company will prepare its financial statements 
reflecting the allocation of the purchase price to acquire the WC shares 
based on the relative fair values of the assets and liabilities of WC. 

The results of operations of the Company will reflect the effects of the 
acquisition following the consummation of the Merger. 
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Investment in 360networks Inc. 


In March 2000, the Company exchanged its minority equity investments in 
certain joint venture companies for 11.4 million shares of 360networks 
Inc., a company which offers broadband network services for telecom- 
munication companies, information service providers, application service 
providers and data-centric enterprises. The Company recorded the 
shares received at their then estimated fair value resulting in a gain of 
$84 million, $58 million after tax ($0.30 per basic share or $0.28 per 
diluted share). 

On April 20, 2000, 360networks Inc. completed an initial public 
offering (IPO). According to the terms of an agreement with 360networks 
Inc. and securities regulations, it is not anticipated that the Company 
will sell its shares in 360networks Inc. within 12 months of the IPO. 

Following the IPO, the Company accounts for its investment in accor- 
dance with the Financial Accounting Standards Board's (FASB) Statement 
of Financial Accounting Standards (SFAS) No. 115, “Accounting for Certain 
Investments in Debt and Equity Securities.” The shares held have been 
classified as “available-for-sale securities” whereby the investment is 
carried at market value on the balance sheet as part of Other assets and 
deferred charges. The increase in the value of the investment has been 
recorded in Other comprehensive income as an unrealized holding gain 
of $129 million ($94 million, after tax) in 2000. At the time of sale, the 
unrealized holding gain or loss, net of taxes, would be reversed and 
reported in income. As at December 31, 2000, the market value of the 
Company's investment was $216 million. 

Under separate right-of-way sale agreements, the Company receives 
revenues and fiber-optic strands for its own rail purposes. Once con- 
struction of the network is completed, the Company will have an unin- 
terrupted North American fiber-optic-based communications network 
on its rights-of-way between Vancouver, Halifax and New Orleans. 


Share repurchase programs 


In 2000, the Board of Directors of the Company approved a share repur- 
chase program which allowed for the repurchase of up to 13 million 
common shares of the Company's common stock pursuant to a normal 
course issuer bid, at prevailing market prices. During 2000, $529 million 
was used to repurchase 13 million common shares at an average price 
of $40.70 per share. 

On January 23, 2001, the Board of Directors of the Company approved 
a share repurchase program which allows for the repurchase of up to 
10 million common shares of the Company's common stock between 
January 31, 2001 and January 30, 2002 pursuant to a normal course 
issuer bid, at prevailing market prices. 
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In June 1998, the FASB issued SFAS No. 133 “Accounting for Derivative 
Instruments and Hedging Activities.” In June 2000, SFAS No. 138 
“Accounting for Certain Derivative Instruments and Certain Hedging 
Activities” was issued modifying certain provisions of SFAS No. 133. 
These statements, which are effective for the year ending December 31, 
2001, require that all derivative instruments be recorded on the balance 
sheet at their fair value. Changes in fair value of derivatives are recorded 
each period in current earnings or Other comprehensive income, depend- 
ing on whether a derivative is designated as part of a hedge transaction 


_ and, if so, the type of hedge transaction. The Company does not expect 


these statements, when adopted, to have a material impact on its 
financial statements. 

In September 2000, the FASB issued SFAS No. 140 “Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of 
Liabilities.” This new Statement replaces SFAS No. 125 and is effective 
for transfers occurring after March 31, 2001. The Company does not 
expect the adoption of SFAS No. 140 to have a material impact on its 
financial statements. 


Business risks 


Certain information included in this report may be “forward-looking 
statements” within the meaning of the United States Private Securities 
Litigation Reform Act of 1995. Such forward-looking statements are 

not guarantees of future performance and involve known and unknown 
risks, uncertainties and other factors which may cause the outlook, the 
actual results or performance of the Company or the rail industry to be 
materially different from any future results or performance implied by 
such statements. Such factors include the factors set forth below as well 
as other risks detailed from time to time in reports filed by the Company 
with securities regulators in Canada and the United States. 


Competition 

The Company faces significant competition from a variety of carriers, 
including Canadian Pacific Railway Company (CP) which operates the 
other major rail system in Canada, serving most of the same industrial 
and population centers as CN, long distance trucking companies and, in 
certain markets, major U.S. railroads and other Canadian and U.S. rail- 
roads. Competition is generally based on the quality and reliability of 
service provided, price and the condition and suitability of carriers’ 
equipment. Competition is particularly intense in eastern Canada where 
an extensive highway network and population centers located relatively 
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close to one another have encouraged significant competition from 
trucking companies and rail network over-capacity. In addition, much of 
the freight carried by the Company consists of commodity goods that 
are available from other sources in competitive markets. Factors affecting 
the competitive position of suppliers of these commodities, including 
exchange rates, could materially adversely affect the demand for goods 
supplied by the sources served by the Company and, therefore, the 
Company's volumes, revenues and profit margins. 

To a greater degree than other rail carriers, the Company's sub- 
sidiary, Illinois Central Railroad (ICRR), is vulnerable to barge competition 
because its main routes are parallel to the Mississippi River system. The 
use of barges for some commodities, particularly coal and grain, often 
represents a lower cost mode of transportation. Barge competition and 
barge rates are affected by navigational interruptions from ice, floods 
and droughts which can cause widely fluctuating barge rates. The ability 
of ICRR to maintain its market share of the available freight has tradi- 
tionally been affected by the navigational conditions on the river. As a 
result, the revenue per revenue ton mile of ICRR has generally been 
lower than industry averages for these commodities. 

In recent years, there has been significant consolidation of rail systems 
in the United States. The resulting larger rail systems are able to offer 
seamless services in larger market areas and effectively compete with 
the Company in certain markets. There can be no assurance that the 
Company will be able to compete effectively against current and future 
competitors in the railroad industry and that further consolidation within 
the railroad industry would not adversely affect the Company's com- 
petitive position. No assurance can be given that competitive pressures 
will not lead to reduced revenues, profit margins or both. 


Environment 

The Company's operations are subject to federal, provincial, state, munic- 
ipal and local regulations under environmental laws and regulations 
concerning, among other things, emissions into the air; discharges into 
waters; the generation, handling, storage, transportation, treatment and 
disposal of waste, hazardous substances and other materials; decommis- 
sioning of underground and aboveground storage tanks; and soil and 
groundwater contamination. A risk of environmental liability is inherent 
in the railroad and related transportation operations; real estate owner- 
ship, operation or control; and other commercial activities of the Company 
with respect to both current and past operations. As a result, the 
Company incurs significant compliance and capital costs, on an ongoing 
basis, associated with environmental regulatory compliance and clean- 
up requirements in its railway operations and relating to its past and 
present ownership, operation or control of real property. 
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While the Company believes that it has identified the costs likely to 
be incurred in the next several years for environmental matters, its 
ongoing efforts to identify potential environmental concerns that may be 
associated with its properties may lead to future environmental investi- 
gations, which may result in the identification of additional environmental 
costs and liabilities. 

In the operation of a railroad, it is possible that derailments, explo- 
sions or other accidents may occur that could cause harm to human 
health or to the environment. As a result, the Company may incur costs 
in the future, which may be material, to address any such harm, includ- 
ing costs relating to the performance of clean-ups, natural resource 
damages and compensatory or punitive damages relating to harm to 
individuals or property. 

Because the ultimate cost of known contaminated sites cannot be 
definitely established, and because additional contaminated sites yet 
unknown may be discovered or future operations may result in accidental 
releases, no assurance can be given that the Company will not incur 
material environmental liabilities in the future. 

As at December 31, 2000, the Company had aggregate accruals for 
environmental costs of $85 million ($96 million at December 31, 1999). 
The Company has not included any reduction in costs for anticipated 
recovery from insurance. 


Legal actions 

In the normal course of its operations, the Company becomes involved 
in various legal actions, including claims relating to injuries and damage 
to property. The Company maintains provisions for such items which 

it considers to be adequate. While the final outcome with respect to 
actions outstanding or pending as at December 31, 2000 cannot-be 
predicted with certainty, it is the opinion of management that their 
resolution will not have a material adverse effect on the Company's 
financial position or results of operations. 


Labor negotiations 
Labor agreements with all Canadian unions expired on December 31, 
2000. In January 2001, CN achieved ratified settlements with two of the 
labor organizations representing 3,500 of CN's approximately 14,300 
Canadian unionized employees: the Brotherhood of Maintenance of Way 
Employees (BMWE) and the Canadian National Railway Police 
Association. These agreements are for a three-year period effective until 
December 31, 2003. 

The Company has had several negotiating sessions with the remain- 
ing unions and negotiations are ongoing. Settlements, pending ratifica- 
tion, have been reached with the Canadian Auto Workers (CAW) 
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(approximately 5,000 employees) and the International Brotherhood of 
Electrical Workers (approximately 700 employees). The Company is cur- 
rently in negotiations with the Canadian Council Railway of Operating 
Unions (CCROU) (approximately 4,900 employees) and the Rail Canada 
Traffic Controllers (RCTC) (approximately 250 employees). While the 
Company is currently negotiating to conclude a favorable settlement with 
the CCROU and the RCTC, there can be no assurance at this time that the 
outcome of these negotiations will not have a material adverse impact on 
the Company's business, financial condition and results of operations. 

The general approach to labor negotiations by U.S. Class 1 railroads 
is to bargain on a collective national basis. For several years now, both 
Grand Trunk Western (GTW) and IC have bargained on a local basis 
rather than holding national, industry wide negotiations. Local negotia- 
tions result in settlements that better address both the employees’ con- 
cerns and preferences and the railways’ actual operating environment. 
There are risks associated with negotiating locally. Presidents and 
Congress have demonstrated that they will step in to avoid national 
strikes, while a local dispute may not generate federal intervention, mak- 
ing an extended work stoppage more likely. CN’s management believes 
the potential mutual benefits of local bargaining outweigh the risks. 

At the end of 2000, the Company had in place current agreements 
with bargaining units representing approximately 90% of the unionized 
work force at IC. On January 1, 2001, collective bargaining agreements, 
covering approximately 40% of unionized employees, opened for negoti- 
ation with the United Transportation Union (UTU) (approximately 800 
employees) and the Brotherhood of Locomotive Engineers (BLE) 
(approximately 450 employees). Negotiations are ongoing. 

At the end of 2000, the Company also had in place current agree- 
ments with bargaining units representing approximately 75% of the 
unionized workforce at GTW and Duluth Winnipeg and Pacific (DWP). 
Contracts for approximately 180 GTW employees and approximately 80 
DWP employees (about 15% in total) opened at the beginning of 2001. 
The Company is in mediation with the Brotherhood of Railway 
Carmen/Transportation Communication International Union (approx- 
imately 200 GTW employees). A mediator has been assigned and negoti- 
ations are ongoing. The Company has a tentative settlement with the 
BMWE (approximately 200 employees), subject to ratification. 
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At CCP Holdings, Inc. (CCP), agreements have been achieved with 
the UTU (subject to ratification, approximately 100 employees) and the 
BLE (approximately 60 employees). The balance of the bargaining units 
(approximately 55%) have ratified agreements in place through to the 
end of 2002. 

Negotiations are ongoing with the bargaining units with which the 
Company has not yet achieved new settlements. Until new agreements 
are reached, the terms and conditions of previous agreements continue 
to apply. The Company does not anticipate work action related to these 
negotiations while they are ongoing. 


Regulation 

The Company's Canadian rail operations are subject to the Canada 
Transportation Act, the Railway Safety Act, the Transportation of Danger- 
ous Materials Act and associated regulations and statutes administered 
by the CTA and the federal Minister of Transportation. The Company's 
U.S. rail operations are subject to regulation by the STB and the Federal 
Railway Administration (FRA). In addition, the Company is subject to 

a variety of health, safety, labor, environmental and other regulations, 
all of which can affect its competitive position and profitability. 

Following completion of its review of the efficiency of the grain 
transportation and handling system and the sharing of efficiency gains 
between shippers and railway companies, the Canadian government 
adopted reform legislation in 2000 which imposed inter alia an 18% 
reduction on revenues which railways can earn in the movement of 
export grain in western Canada. 

The Canada Transportation Act must be reviewed by July 1, 2001 
and the government has appointed a review panel to look at all aspects 
of the Act. An area to be considered will be the question of “competitive 
access” to the CN and CP networks for other rail carriers. CN has put 
a team together to present its position to the review panel. No assurance 
can be given that recent amendments to the Canada Transportation Act 
or any other decision by the Canadian government following its review 
will not materially adversely affect the Company's financial position or 
results of operations. 
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Financial instruments 

Although the Company conducts its business and receives revenues pri- 
marily in Canadian dollars, a portion of its revenues, expenses, assets 
and debt are denominated in U.S. dollars. Thus, the Company's results are 
affected by fluctuations in the exchange rate between these currencies. 
Changes in the exchange rate between the Canadian dollar and other 
currencies (including the U.S. dollar) make the goods transported by the 
Company more or less competitive in the world marketplace and thereby 
affect the Company's revenues. 

The Company has limited involvement with derivative financial 
instruments and does not use them for trading purposes. Collateral or 
other security to support financial instruments subject to credit risk is 
usually not obtained. However, the credit rating of counterparties is 
regularly monitored. 

The forward exchange contract (currency swap) with respect to the 
15-year Swiss franc bonds that the Company had previously entered into 
matured in August 2000. This forward exchange contract acted as a 
hedge to effectively fix the amount of Canadian dollars required over the 
term of the debt to make all necessary payments in the foreign currency 
of issue. The Company did not incur any significant net gains or losses 
with respect to this transaction. 

In 2000, the Company entered into interest rate swap transactions 
for a total notional amount of $150 million and U.S.$50 million 
(Cdn$75 million) resulting in effectively converting some fixed interest 
rate debt into floating interest rate debt. These transactions bring the 
Company's floating rate debt to approximately 13% of the total consoli- 
dated debt. As at December 31, 2000, there was no material change in 
the value of the swaps. 

The Company has a hedging program in place to mitigate the effects 
of fuel price changes on its operating margins and overall profitability. 
Various swaps and collar agreements are in place to mitigate the risk 
of fuel price volatility. To further reduce the earnings volatility resulting 
from variations in the price of fuel, the Company has adopted a system- 
atic approach to its hedging activities which calls for regularly entering 
into positions to cover a target percentage of future fuel consumption 
up to two years in advance. 
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The realized gains at December 31, 2000 and 1999 were $49 million 
and $5 million, respectively. Hedging positions and credit ratings of 
counterparties are monitored and losses due to counterparty non-perfor- 
mance are not anticipated. At December 31, 2000, the Company hedged 
approximately 33% of the estimated 2001 fuel consumption and 23% 
of the estimated 2002 fuel consumption. This represented approximately 
200 million U.S. gallons at an average price of U.S.$0.6343 per U.S. gallon. 
Unrealized gains or losses from the Company's fuel hedging activities 
were $17 million loss and $9 million gain as at December 31, 2000 and 
1999, respectively. 


Other risks 

In any given year, the Company, like other railroads, is susceptible to 
changes in the economic conditions of the industries and geographic 
areas that produce and consume the freight it transports or the supplies 
it requires to operate. Many of the goods and commodities carried by the 
Company experience cyclicality in demand. However, many of the bulk 
commodities the Company transports move offshore and are impacted 
more by global economic conditions than North American economic 
cycles. The Company's results of operations can be expected to reflect 
this cyclicality because of the significant fixed costs inherent in railroad 
operations. The Company's revenues are affected by prevailing economic 
conditions. Should an economic slowdown or recession occur in North 
America or other key markets, or should major industrial restructuring 
take place, the volume of rail shipments carried by the Company is 
likely to be affected. For example, CN does not expect a recovery in 
Canadian metallurgical coal traffic going forward. Reductions in coal 
prices coupled with reduced volumes as the demand for Asian imports 
continues to fall, along with several mine closures, all significantly 
impact the growth prospects for the Canadian coal business. However, 
Canadian metallurgical coal only represented between 1%—2% of the 
Company's 2000 freight revenues. 

In addition to the inherent risks of the business cycle, the Company 
is occasionally susceptible to severe weather conditions. For example, 
in the first quarter of 1998, a severe ice storm hit eastern Canada 
which disrupted operations and service for the railroad as well as for 
CN customers. 

Generally accepted accounting principles require the use of historical 
cost as the basis of reporting in financial statements. As a result, the 
cumulative effect of inflation, which has significantly increased asset 
replacement costs for capital-intensive companies such as CN, is not 
reflected in operating expenses. Depreciation charges on an inflation- 
adjusted basis, assuming that all operating assets are replaced at 
current price levels, would be substantially greater than historically 
reported amounts. 
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The accompanying consolidated financial statements of Canadian 
National Railway Company and all information in this annual report 
are the responsibility of management and have been approved by 
the Board of Directors. 

The financial statements have been prepared by management in 
conformity with generally accepted accounting principles in the United 
States. These statements include some amounts that are based on best 
estimates and judgments. Financial information used elsewhere in the 
annual report is consistent with that in the financial statements. 

Management of the Company, in furtherance of the integrity and 
objectivity of data in the financial statements, has developed and main- 
tains a system of internal accounting controls and supports an extensive 
program of internal audits. Management believes that this system of 
internal accounting controls provides reasonable assurance that financial 
records are reliable and form a proper basis for preparation of financial 
statements, and that assets are properly accounted for and safeguarded. 

The Board of Directors carries out its responsibility for the financial ' 
statements in this report principally through its Audit and Finance 
Committee, consisting solely of outside directors. The Audit and Finance 
Committee reviews the Company’s consolidated financial statements 
and annual report and recommends their approval by the Board of 
Directors. Also, the Audit and Finance Committee meets regularly with 
the Chief, Internal Audit, and with the shareholders’ auditors. 

These consolidated financial statements have been audited by 
KPMG LLP, who have been appointed as the sole auditors of the 
Company by the shareholders. 
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Claude Mongeau 
Executive Vice-President and Chief Financial Officer 


January 29, 2001 
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Auditors’ Report 


To the Board of Directors of Canadian National Railway Company 


We have audited the consolidated balance sheets of Canadian National 
Railway Company as at December 31, 2000 and 1999 and the consoli- 
dated statements of income, comprehensive income, changes in share- 
holders’ equity and cash flows for each of the years in the three-year 
period ended December 31, 2000. These financial statements are the 
responsibility of the Company's management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally 
accepted auditing standards and United States generally accepted audit- 
ing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluat- 
ing the overall financial statement presentation. 

In our opinion, these consolidated financial statements present 
fairly, in all material respects, the financial position of the Company as 
at December 31, 2000 and 1999, and the results of its operations and 
its cash flows for each of the years in the three-year period ended 
December 31, 2000, in accordance with United States generally accepted 
accounting principles. 

On January 23, 2001, we reported separately to the shareholders 
of the Company on consolidated financial statements for the same 
period, prepared in accordance with Canadian generally accepted 
accounting principles. 


KPME LP 


KPMG LLP 
Chartered Accountants 


Montreal, Canada 
January 23, 2001 (January 29, 2001 as to Note 3) 


Canadian National Railway Company 45 


Consolidated Statement of Income 


In millions, except per share data Year ended December 31, 2000 1999 1998 
Revenues 
Petroleum anid chemicals’ tact othe Maneee ee UetD  h ana, SRA ok eens Se Re ee $ 894 $ 878 $ 578 
Metals and iinetalssact. sacmettocroahurr elem ee a 1G ee Biihins duit aime Ree 392 398 319 
POLESUDIOQUCKS (ic contac urease Keene tne cee ean My sag ace Ried oe ee 1,008 995 817 
COal iste Rehan tana ncate ee suing Senta Lge tN eRe cnet an ean ks cae hee es oe 328 402 342 
Glam end fertilizers aes ne itcncs start Sch eatin ce Sh a ee Ge ee Oc 1,136 1,066 798 
irbermnOtla | 5 Guar sre saber olen oer ase nl Oe er a De a ase IR We eg ge 919 810 712 
PASTOR OL eae occa Sara a se a Ee ret Nedi-Pinta: cane ee ach tind he aE a 559 483 377 
OUDEIMEMNS «Mian epee ene ie rie earn tee ere otk A svt Nek orem 192 204 135 
Tofal revenues: sie.cxiactytiii eats ee te tere thet aan en ie hom aha bee plane Sata a mee See 5,428 5,236 4,078 
Operating expenses 
labovagdiringe Denelits o. cseaneansuctaneue erecta et ae ate eee Ce 1,482 1,509 17293 
PUTEMased SBIVICES canna do mue et aua che aanvanacan tcee item ries coke cn creche ne ee 551 569 450 
Depieciation amd -amortizatlan cas scannats acu Rearuee neta: eccrds vkek as eee eee 525 490 316 
UO is seascimelets stale teneid st aera avant ne ch Rens Tar nese ee RRR Ce gece isis nave tet eee ee a 446 308 263 
EQUIDMONUTGNtS. a. ven austuttyn wavenn res ameter lett memes eae eon ech Po tee tC eee 285 328 291 
Malental, snatnan cannes tbe atin «ach ca Then ate aneinte mera eunen eee oe ee Second cee eee 195 204 176 
OP Gra TING LANGS Tauc sna tesa da seacencs ceieee me Maracenan Tremere EC ec i ots ene eee 158 172 170 
COSUAILY ANGVOUNEE Fete y ae oatrs es. a ac EUR AE een acl Ices Ame eee er oe eee ne 138 189 111 
special charge (NOL 1S) Scekvn osteo eae te eee cine ea Ae and ne eee - - 590 
Jotal:opetatingsexpenses,.c5 crcacini- ra. cy acetate te hte wt yaa te bas ema ei ek 3,780 3,769 3,660 
Operating INCOMOLE. i sea atnlecs nn1t baci Seah ae ee I Pa en 1,648 1,467 418 
Interest expense (Note '16) <2. ona. ee Ora ee Mere (311) (314) (242) 
Other Income (NOLE 17). ov vcaceve se adeeviaee oar eta i er Ce ee 136 55 122 
Income before income taxes and cumulative effect of changes in ACCOUNTING POUCY rin basen dada cee en 1,473 1,208 298 
Income:tax expense (NOLE.18).¢...cctisestin sc cere een ee en eee ee (536) (462) (74) 
Income before cumulative effect of changes in QACECOUNTING OMY aston etic ha toe estas fae cde ee 937 746 224 
Cumulative effect of changes in accounting policy (net of applicable income taxes) (Note 2) ............. _ 5 42 
Neb INCOMG i as e85 t5.5 Saco vine ene toe data Re eee a ere $ 937 $ 751 $ 266 
SS SS SS 
Basic earnings per share (Note 20) 
Income before cumulative effect of changes in accounting POUGV eer seencan eee Eng itn eee $ 4.81 $ 3.78 S122 
Net Income i.e «bap taibs siida orc atau MATER ee De ee ee ee eee eee ae $ 4.81 $ 3.81 $ 1.45 
Diluted earnings per share (Note 20) 
Income before cumulative effect of changes in accounting DOUCK ies e arena ee wats, wetier, $ 4.67 $ 3.71 $7121 
Net Incomes rains stucmutdees tec ai nel cetiy resets eee ot ene eee ee a $ 4.67 $ 3.74 $ 1.44 


See accompanying notes to consolidated financial statements. 
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Consolidated Statement of Comprehensive Income 


In millions Year ended December 31, 2000 1999 1998 


NIG? INGOTS oon amas aescs anata devoomaandoedsosan cen7 HonSHine ar Ea BOOS Tose nase caro coro oon re non ro $ 937 $ 751 $ 266 


Other comprehensive income (loss) (Note 23): 
Unrealized foreign exchange gain (loss) on translation of U.S. dollar denominated long-term 
debt designated as a hedge of the net investment in U.S. subsidiaries ............... ss essere ee eees (91) 180 (246) 
Unrealized foreign exchange gain (loss) on translation of the net investment in 
U.S. subsidiaries 
Unrealized holding gain on investment in 360networks Inc. (Note 7).........6.6e cece rete e teen e eens 129 - - 


Minimum pension liability adjustment............00c0cccccee eee ene ene ene cnet nent enenneeneeneeeeeeaens - 2 (2) 
Other comprehensive income (loss) before income taxeS............seeeeeeeene ene e eee ee tees eee ee ener ne es 229 (20) 11 
Income tax (expense) recovery on other comprehensive income (loss) iteMS ........-...0seeeeeeeeee ee ee es (72) 8 (5) 
Other comprehensive income (lOSS)............cceccssee eee ee enter ent eee teens eens ne eee reece ee eet ea een snes «Sz (12) 6 
CORNMEDENSIVE INCOM: 5.5 ces acct rncacke nc amdveavat sees dedetncaeer ene Ubscnse rer senenesddnceceneusesedes $1,094 $ 739 $ 272 


See accompanying notes to consolidated financial statements. 
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Consolidated Balance Sheet 


In millions December 31, 2000 1999 
Assets 
Current assets: 
Cash andcash equivalents: tac ..caseonete aie Yn ane as Seane Dagece Rice tee en eee eee $ 15 $ 305 
Accounts :teceivable. (Note 5) sone5.o)srastactatein we aise Seecs ota ae eee ee ea oa Ge 726 800 
Material andi supiliess:2cuacsdtencasas sau sath as nee Soran: ae aie ee Penta a Ea dan seen ays oe 110 115 
Defetred-incomeytaxes (Note 18) a5 cas iaccusetcrnetns suite saat ea tame ened ro ears Si a 2 ee 114 146 
UNC F sca ater seta: cyt vitae oe retin agree aa dce eases se esa Se GA GEE AIS cS EEC etc CS ie 143 149 
1,108 ponies 
Properties: (N01 6) ooo... aria Neer arte t) ones MLaeat ne een) 409 nett ee ne a tees Oe 15,638 14,620 
Other-assets andidefertad changes (NOG 7).2. conse sassucuiua ete renae vee a Ae iomel See amet tt ee 568 295 
[Otel ASSOLE ice dellee carers er, desta eect ek so cca de its A ee eee NER arched cane eee $17,314 $16,430 


Liabilities and shareholders’ equity 


Current liabilities: 


Shareholders’ equity: 


Gommontsharess (Note 2) sa eee eee een 


On behalf of the Board: 


David G.A. McLean 
Director 


See accompanying notes to consolidated financial statements. 
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Paul M. Tellier 
Director 
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$ 1,389 $ 1,373 
434 271 

82 120 
1,905 1,764 
3,375 2,975 
1,205 1,287 
3,886 3,948 
345 334 
4,349 4597 
151 (6) 
2,098 1,531 
6,598 6,122 
$17,314 $16,430 


Consolidated Statement of Changes in Shareholders’ Equity 


Issued and Accumulated 
outstanding other Total 
common Common comprehensive Retained shareholders’ 
In millions shares shares income (loss) earnings equity 
esl leryeets Dalian Yaoi (eee poor Rede One Donno on NOTED RCC WN? $ 3,279 $ - S73 $ 4,010 
AV TAIING OM CRAP Marrs ends cri yer pirtestaiealeraiiies.s nictbnareielote baer eae amare a = - 266 266 
Shares issued in second-step acquisition of 
MIOIS Central COMPOlatiOn .csecoeanasccwerceucrha>s enemas 20.2 824 = = 824 
Stock options issued in second-step acquisition of 
Moise Chi al: CORPOFAUON ssa naas anateg sent ew bedee seize tes ¢ = 25 - - 25 
Stock options exercised and employee share plans (Note 13) .... 0.4 13 - - 13 
Other comprehensive income (Note 23)......-..:scseeeeeeeee ees - - 6 - 6 
Beni 150, 5370EF SATE) Gs vn verotics duamiay canner aenehpne> we - = - (99) (99) 
Ralemecs beeen eaneth Ue etieancaentecer sonata san DacaRecace 191.8 4,141 6 898 5,045 
NOMINGOMCe terre tain fue eae sume other wen ee seam sae = = = 751 751 
SHTATESHISSUCCIVINOLO 2) ie ees wacceamian on Taie smncmsk sorb sl eee: ‘9.2 404 - - 404 
Stock options exercised and employee share plans (Note 13) .... 1.4 52 - - 52 
Other comprehensive loss (Note 23) .......:c0cceceeeeeeeneeneees - - (12) - (12) 
Pirieents. (e000 Del SHAG) an cncacc.anynastant ceva ns hinne 2a s'nie in = - ~ (118) (118) 
BAIAHCES IDEGEIMD Cleo: 131 999. 2. canine te seeps clei ctetes 202.4 4,597 (6) 5s 6,122 
NGICIIGOIITS capoecdeeaoner nic nbattes canta cHoabanrtonccocrae fai, = = - 937 937 
Stock options exercised and employee share plans (Note 13) .... 1.2 47 - - 47 
Share repurchase program (Note 12).....:.0ccseccesereeeeneeeens (13.0) (295) = (234) (529) 
Other comprehensive income (Note 23).........0:ssseeeeeeeeenes - - 157 - 157 
Dividends: ($0.70 pershare) e.sishe crs x ovcclee dive tx anlaeoe nacre ee - - - (136) (136) 
Baaices DECEMDEl 91, 2000. ccs casera ef cpinenraaiinngee errs 190.6 $4,349 $ 151 $2,098 $6,598 
ati A ee 
See accompanying notes to consolidated financial statements. 
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Consolidated Statement of Cash Flows 


In millions Year ended December 31, 2000 1999 1998 


Operating activities 


NOTIN COMTG eres se eccictest cyeseesvatecoracnsy avers ets Siceer Te oa era ra ey ty 0 ee $ 937 Seer out $ 266 
Non-cash items in income: 
Special charge (Note' 15). ace caences,e cn sale ego Se ce nee nie at eee, Ree ey ee - - 590 
Cumulative effect of changes in accounting policy (Note 2)...........c0ccccceceecceceeeeueeeneees - (5) (42) 
Depreciation-and;amortizationn (Note: 119) (B)) ean seeeeee ees eee eee Ree aeenere tee 533 496 319 
Deferredtincomestaxess(NOT@LIS) mans acct coeece erate see ee 312 417 56 
Gainonkexchangevotinvestmmentse (NOTCH) sameeren tere tee seer ene ea (84) - - 
Equity in earnings of Illinois Central Corporation (Note 4 (A))..........c.ccccccceeeceueeeuseveeenes - - (105) 
OU ene Meta ice ee ey Amie tract el He Pe er 21 Sec rN ie ele ak a ROR A, - (2) _ 
Changes in: 
Accounitsireceivablen(VOtes5) acre caterer ertrrnre er oan eee sere enh nvnr he 1 te sme ee 80 (157) 267 
Material ‘and: supplies tvssxcnsetsiotise aoa taste deen: Meera ac aie i reer a mete ean 6 38 19 
Accounts payable and accrued charges (Note 9)........00ccceccccveceuceescunteceueeeenesesnatens 32 63 65 
Otherneticurrentzassetsrand  liabiliticser amameeen eee eerie ne etcee eae tie er eRe ore (36) (27) (3) 
Payments for workforce reduction. (NOTO: 101A) (ress ccan ae accumsan ee tee eee ee (189) (219) (187) 
Other cc se tncieid cease gs oe aie aac eee ane ee Gee ie Pena, AA Se oe a (85) (77) (8) 
Cashiprovided from Operating acti test eer cae weds. cace teehee wha kilia Sei ouay eee ere 1,506 1,278 1,237 


Netadditionsitospropentiasy (VOT 1 OI) terry aerate aes see ne (958) (936) (744) 
Net.(costs) proceeds from: disposal of properties..ukceqtesaeneats aeeeeeece men atoms cee ona eee (13) 36 54 
Investment in Illinois Central Corporation (Note 4 (A)) ..:.0000cc.surccsevivecssatevecsssyedescivvacss - - (2,608) 
OEMs ste sasninasacctcanast x lec a Shanta aa ead eevee lege ee Re ee (10) 2 (1) 
Cash.used by inVeStRG ACUVINCS.cc 1. «cat ape ee eee Ee PE (981) (898) (3,299) 
Dividends: paid toshareholdersesacy. 7+. cccce sence cena eee ee ny (136) (118) (99) 


Financing activities 


Issuance of long-term debt cio cas. nc aicchs a Snce tin rete een re ieee ee ee ar 860 456 4,589 
Issuance of convertible preferred securities (NOt 12)... 0.0... cccecceccccesccceececuveceveunreeeeecs - 339 - 
Reduction-of long-term debts. coscerucadiv pase Geese etre ea ee Le ta, (1,038) (1,508) (2,543) 
Issuance of common’ shares (NOIe 72)" ccecudee se ee Se ee 28 440 13 
Replirchasevof commonysharesy (VG1en12) seme ee eee eee ee eae eae en nnn (529) - - 
Cash provided from (used by) financing activities. ..........ccccccesecceeeecseenecees SOD o uae) ee (679) (273) 2,059 
Net decrease Wii CaSh soaae locas ea cninles doe tee ee te ne in See ace (290) (11) (102) 
Cash'and.cash equivalents, beginning Of year™ anichs.acnecs. cote cen ce eee eee one a 305 316 364 
Casirand' casihequivaleants, end Of Year .0.qvee, arte eae ee ee $ 615 $ 305 $ 262 


“The cash and cash equivalents balance at the beginning of 1999 includes the cash and cash equivalents of Illinois Central Corporation which has been consolidated beginning in 1999. 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


CN, directly and through its subsidiaries, is engaged primarily in the rail transportation business. CN spans Canada and mid-America, from the 
Atlantic and Pacific oceans to the Gulf of Mexico, serving the Canadian ports of Vancouver, Prince Rupert, Montreal and Halifax, and Gulf of 
Mexico ports in New Orleans, Louisiana and Mobile, Alabama, and the key cities of Vancouver, Edmonton, Calgary, Winnipeg, Montreal, Toronto, 
Buffalo, Chicago, Detroit, Memphis, St. Louis and Jackson, Mississippi, with connections to all points in North America. CN’s revenues are derived 
from the movement of a diversified and balanced portfolio of goods, including petroleum and chemicals, grain and fertilizers, coal, metals and 


minerals, forest products, intermodal and automotive. 


1 Summary of significant accounting policies 


These consolidated financial statements are expressed in Canadian dol- 
lars, except where otherwise indicated, and have been prepared in accor- 
dance with accounting principles generally accepted in the United States. 
The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates 
and assumptions that affect the reported amounts of revenues and 
expenses during the period, the reported amounts of assets and liabili- 
ties, and the disclosure of contingent assets and liabilities at the date of 
the financial statements. Actual results could differ from these estimates. 


A. Principles of consolidation 

These consolidated financial statements include the accounts of all sub- 
sidiaries, including Illinois Central Corporation (IC) for which the 
Company acquired control effective July 1, 1999 and has consolidated 
IC's financial statements retroactive to January 1, 1999. During 1998, the 
Company accounted for its investment in IC using the equity method of 
accounting pending approval of the acquisition of control of IC from the 
U.S. Surface Transportation Board (STB). The Company's investments, in 
which it has significant influence, are accounted for using the equity 
method. 


B. Revenues 

Freight revenues are recognized on services performed by the Company, 
based on the percentage of completed service method. Costs associated 
with movements are recognized as the service is performed. 


C. Foreign exchange 
The unrealized foreign exchange gain or loss from translation of all U.S. 
operations is recorded in Other comprehensive income. 

Subsequent to the integration of the Company's U.S. operations, 
effective October 1, 2000 all of the Company's U.S. operations are classi- 
fied as self-sustaining foreign entities with the U.S. dollar as their func- 
tional currency. Accordingly, the U.S. operations’ assets and liabilities are 
translated into Canadian dollars at the rate in effect at the balance sheet 
date and the revenues and expenses are translated at average exchange 
rates during the year. The initial translation adjustment of $77 million 
(pre-tax), resulting from the change of the functional currency of the U.S. 
operations not previously considered self-sustaining, was recorded in 
Other comprehensive income (Note 23). 

The Company has designated all of its U.S. dollar denominated long- 
term debt as a foreign exchange hedge of its net investment in its U.S. 
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subsidiaries. Unrealized foreign exchange gains and losses, from the 
date of designation, on the translation of the Company's U.S. dollar 
denominated debt are also included in Other comprehensive income. 


D. Cash and cash equivalents 

Cash and cash equivalents include highly liquid investments purchased 
three months or less from maturity and are stated at cost, which approx- 
imates market value. 


E. Accounts receivable 

Accounts receivable are recorded at cost net of the provision for doubt- 
ful accounts. Any gains or losses on the sale of accounts receivable are 
calculated by comparing the carrying amount of the accounts receivable 
sold to the total of the cash proceeds on sale and the fair value of the 
retained interest in such receivables on the date of transfer. Fair values 
are determined on a discounted cash flow basis. Costs related to the sale 
of accounts receivable are recognized in earnings in the period incurred. 


F. Material and supplies 

The inventory is valued at weighted-average cost for ties and rails, latest 
invoice price for fuel and new materials in stores, and at estimated utility 
or sales value for usable secondhand, obsolete and scrap materials. 


G. Properties 

Railroad properties are carried at cost less accumulated depreciation 
including asset impairment write-downs. All costs of labor, materials and 
other costs associated with the installation of rail, ties, ballast and other 
track improvements are capitalized to the extent they meet the 
Company's definition of “unit of property.” Included in property addi- 
tions are the cost of developing computer software for internal use. 
Maintenance costs are expensed as incurred. 

The cost of railroad properties, less salvage value, retired or disposed 
of in the normal course of business is charged to accumulated deprecia- 
tion, in accordance with the group method of depreciation. Losses result- 
ing from significant line sales or abandonments are recognized upon the 
announcement of the disposition. Gains are recognized when they are 
realized. The Company reviews the carrying amounts of properties when- 
ever events or changes in circumstances indicate that such carrying 
amounts may not be recoverable based on future undiscounted cash 
flows or estimated net realizable value. Assets that are deemed impaired 
as a result of such review are recorded at the lower of carrying amount 
or fair value. 
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Notes to Consolidated Financial Statements 


1 Summary of significant accounting policies (continued) 


H. Depreciation 
The cost of properties, net of asset impairment write-downs, is depreci- 
ated on a straight-line basis over their estimated useful lives as follows: 


Asset class Annual rate 
Track anditOadWayiorsinty samcdesne rece rorinr erent onac timed ates ne eae eee 2% 
Rollinigistockse is: Bacecackemtpencpens store ee are cee ence oe eee TRC ea 3% 
BUILGINGS a oe meine montis saenere eo tosa cane cmand en eRe asae eer etare nee se 3% 
Sg Rerice on ces Area ar aa nines) camel tan eon ee ech riatyt iat oe a 2% 


The Company performs periodic reviews of its depreciation rates. 
Adjustments to rates resulting from such reviews have not had a mater- 
ial impact on operating results. 


I. Pensions 
Pension costs are determined using actuarial methods. Pension expense 
is charged to operations and includes: 


(i) the cost of pension benefits provided in exchange for employees’ 
services rendered during the year, 


(ii) the amortization of the initial net transition obligation on a straight- 
line basis over the expected average remaining service life of the 
employee group covered by the plans, 


(iii 


= 


the amortization of past service costs and amendments over the 
expected average remaining service life of the employee group 
covered by the plans, and 


<< 
<= 
<=, 


the interest cost of pension obligations, the return on pension fund 
assets, and the amortization of cumulative unrecognized net actuar- 
ial gains and losses in excess of 10% of the greater of the projected 
benefit obligation or market-related value of plan assets over the 
expected average remaining service life of the employee group 
covered by the plans. 


The pension plans are funded through contributions determined in 
accordance with the projected unit credit actuarial cost method. 


J. Post-retirement benefits other than pensions 

The Company accrues the cost of post-retirement benefits other than 
pensions. These benefits, which are funded by the Company as they 
become due, include life insurance programs, medical benefits, supple- 
mental pension allowances and free rail travel benefits. 

The Company amortizes the cumulative unrecognized net actuarial 
gains and losses in excess of 10% of the projected benefit obligation 
over the expected average remaining service life of the employee group 
covered by the plans. 


K. Financial instruments 

Derivative financial instruments may be used from time to time by the 
Company in the management of its fuel, interest rate and foreign cur- 
rency exposures. Gains or losses on such instruments entered into for the 
purposes of hedging financial risk exposures are deferred and amortized 
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in the results of operations over the life of the hedged asset or liability 
or over the terms of the derivative financial instrument. Income and 
expense related to financial instruments are recorded in the same cate- 
gory as that generated by the underlying asset or liability. 


L. Environmental expenditures 

Environmental expenditures that relate to current operations are 
expensed or capitalized as appropriate. Expenditures that relate to an 
existing condition caused by past operations and which are not expected 
to contribute to current or future operations are expensed. Liabilities are 
recorded when environmental assessments and/or remedial efforts are 
likely, and when the costs, based on a specific plan of action in terms 

of the technology to be used and the extent of the corrective action 
required, can be reasonably estimated. 


M. Income taxes 

The Company follows the asset and liability method for accounting for 
income taxes. Under the asset and liability method, the change in the net 
deferred tax asset or liability is included in income. Deferred tax assets 
and liabilities are measured using enacted tax rates expected to apply to 
taxable income in the years in which temporary differences are expected 
to be recovered or settled. 


N. Recent accounting pronouncements 

In June 1998, the Financial Accounting Standards Board (FASB) issued 
Statement of Financial Accounting Standards (SFAS) No. 133 “Accounting 
for Derivative Instruments and Hedging Activities.” In June 2000, SFAS 
No. 138 “Accounting for Certain Derivative Instruments and Certain 
Hedging Activities” was issued modifying certain provisions of SFAS No. 
133. These statements, which are effective for the year ending December 
31, 2001, require that all derivative instruments be recorded on the bal- 
ance sheet at their fair value. Changes in fair value of derivatives are 
recorded each period in current earnings or Other comprehensive 
income, depending on whether a derivative is designated as part of a 
hedge transaction and, if so, the type of hedge transaction. The Company 
does not expect these statements, when adopted, to have a material 
impact on its financial statements. 

In September 2000, the FASB issued SFAS No. 140 “Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of 
Liabilities.” This new Statement replaces SFAS No. 125 and is effective 
for transfers occurring after March 31, 2001. The Company does not 
expect the adoption of SFAS No. 140 to have a material impact on its 
financial statements. 


2 Accounting changes 


The Company has made certain changes in accounting policies to con- 
form its policies with those generally accepted in the railroad industry. 


1999 
The Company changed its capitalization policies for certain expenditures 
relating to improvements of bridges and other structures and freight 
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Notes to Consolidated Financial Statements 


cars. The new policies involve capitalizing all major expenditures for 
work that extends the useful life and/or improves the functionality of the 
respective assets. 

In addition, the Company changed its method of accounting for 
employee injury costs to reflect all elements of such costs (including 
compensation, health care and administration costs) based on actuarially 
developed estimates of the ultimate cost associated with employee 
injuries. 

The cumulative effect of the capitalization policy changes at January 
1, 1999 was a credit of $62 million (net of applicable income taxes), while 
the cumulative effect of the change in method of accounting for employee 
injury costs was a charge of $57 million (net of applicable income taxes). 
The impact of the accounting policy changes was to increase net income 
for the year ended December 31, 1999 by $12 million. 


1998 

In 1998, the Company changed its accounting policy for pension costs | 
and adopted the corridor approach to account for experience gains and 
losses, as described in SFAS No. 87, “Employers’ Accounting for Pensions,” 
and SFAS No. 106, “Employers’ Accounting for Post-retirement Benefits 
Other than Pensions.” Accordingly, experience gains and losses within 
the specified corridor were not amortized in 1998. The cumulative effect 
of the change in accounting policy was $42 million (net of applicable 
income taxes) as at January 1, 1998. 

Effective January 1, 1998, the Company adopted Statement of 
Position (SOP) 98-1, “Accounting for the Costs of Computer Software 
Developed or Obtained for Internal Use.” In accordance with the require- 
ments of this statement, this change has been applied prospectively. 
The impact of the adoption of SOP 98-1 was to increase net income by 
approximately $13 million for the year ended December 31, 1998. 


3 Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and Wisconsin Central Transportation Corporation (WC) 
entered into a merger agreement (the Merger), providing for the acquisi- 
tion of WC by the Company for a purchase price of approximately $1,200 
million (U.S.$800 million or U.S.$17.15 per share) payable in cash. The 
acquisition will be initially financed by debt and cash on hand. 

The Merger is subject to, among other things, approval by the share- 
holders of WC. WC shareholders are expected to vote on the proposed 
Merger during the first half of 2001. 

In accordance with the terms of the Merger, the Company's obliga- 
tion to consummate the Merger is subject to the Company having 
obtained from the STB a final, unappealable decision that approves the 
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Merger or exempts it from regulation and does not impose on the parties 
conditions that would significantly and adversely affect the anticipated 
economic benefits of the Merger to the Company. 

If the acquisition is completed, the Company will account for the 
acquisition of WC using the purchase method of accounting in accor- 
dance with Opinion No. 16, “Business Combinations,” of the Accounting 
Principles Board of the American Institute of Certified Public Accountants. 
Under this method, the Company will prepare its financial statements 
reflecting the allocation of the purchase price to acquire the WC shares 
based on the relative fair values of the assets and liabilities of WC. The 
results of operations of the Company will reflect the effects of the 
acquisition following the consummation of the Merger. 


4 Business combinations 


A. Acquisition and consolidation of Illinois Central Corporation 
In 1998, the Company, through an indirect wholly owned subsidiary, 
acquired IC in a two-step transaction for a purchase price of approxi- 
mately U.S.$2.4 billion payable as to 75% in cash and 25% in common 
shares of the Company. On March 14, 1998, the Company acquired 75% 
of the outstanding common shares of IC for $2,549 million (U.S.$1,796 
million) or U.S.$39 per share. On June 4, 1998, the Company acquired the 
remaining 25% of the outstanding common shares of IC for 20.2 million 
shares of the Company's common stock. In addition, the outstanding IC 
stock options were exchanged for stock options of the Company. 
Pending STB approval, the Company accounted for its investment in 
IC under the equity method of accounting. Effective July 1, 1999, the 
Company assumed control of IC and consolidated the results of IC since 
January 1, 1999. 


B. Proposed combination of Canadian National and 

Burlington Northern Santa Fe 

On December 18, 1999, CN and Burlington Northern Santa Fe 
Corporation (BNSF) entered into a Combination Agreement (the 
Combination) providing for the combination of the two companies. The 
Combination was subject to, among other things, approval by the share- 
holders of CN and BNSF, as well as approvals by the Quebec Superior 
Court and the STB. On March 17, 2000, the STB issued a decision direct- 
ing large railroads not to pursue further merger activities until the STB 
has adopted new rules governing merger proceedings. On July 14, 2000, 
the United States Court of Appeals for the District of Columbia Circuit 
rendered its decision denying CN’s petition for review and upholding the 
STB’s moratorium. On July 20, 2000, CN and BNSF announced that their 
Boards of Directors had both voted to approve an immediate, mutual 
termination of the Combination. 
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5 Accounts receivable 


In millions December 31, 2000 1999 
Freight 
Tadic: gic tcasenias deticcaitnsntanuces cans east AS ET aS $470 $441 
ACCKUCH 5 cscraistacs hemiemnt duet ac Pcloeee tee eee Oa RSM 81 161 
NOnieFreIGhit eee stirs ee cette cat tts Mee eee ete eee ee 238 244 
789 846 
Provisionifondoubtfullaccountsmes ss ahereeeteereee aerate eee (63) (46) 
$726 $800 


In 1998, the Company entered into a five-year revolving agreement 
to sell eligible freight trade receivables up to a maximum of $250 million 


6 Properties 


In millions 


December 31, 2000 


of receivables outstanding at any point in time. At December 31, 2000, 
pursuant to the agreement, $147 million and U.S.$40 million (Cdn$61 
million) had been sold on a limited recourse basis compared to $147 mil- 
lion and U.S.$40 million (Cdn$58 million) at December 31, 1999. The 
Company has retained the responsibility for servicing, administering 
and collecting freight trade receivables sold. Included in Other income is 
$10 million in 2000 and $9 million in 1999 for costs related to the agree- 
ment, which fluctuate with changes in prevailing interest rates. 

No servicing asset or liability has been recorded since the fees 
the Company receives for servicing the receivables approximate the 
related costs. 


December 31, 1999 


Accumulated 


Accumulated 


Cost depreciation Net Cost depreciation Net 
InackcandlincadWayrrce- meee caaseentar eran aaa eee $18,217 $5,963 $12,254 $17,200 $5,634 $11,566 
Rolling'Stock Serr dpe reteeace sieve ee oe one cos 3,599 1,323 2,276 3,328 1,143 2,185 
Builotings renters eaaeeomea eGR ane ee Ra) eet 1,453 721 732 1,200 650 550 
Other posinccawratntac nee Sea ee eR a ee een ee 856 480 376 781 462 319 
$24,125 $8,487 $15,638 $22,509 $7,889 $14,620 
Capital leases included in properties ...........0.0e0eeeee. $ 1,155 $ 162 $ 993 $ 1,006 $ 115 $ 891 
7 Other assets and deferred charges and Equity Securities.” The shares have been classified as “available-for- 
sale securities” whereby the investment is carried at market value on the 
In millions December 31, 2000 1999 balance sheet. The increase in the value of the investment has been 
Investment: in’ 360networks Ines Viitsse.s cevsecsc eum coMeneeemeetess $216 $ - — recorded in Other comprehensive income as an unrealized holding gain 
Prepaid benefit cost (Note,4) -)...ccs1uhahui nadie Sei -aae aes 166 "13 of $129 million ($94 million, after tax) in 2000. At the time of sale, the 
Deferred receivables ...-.s.sssnsiensncesvensessasucaersaanenedatons 73 87 unrealized holding gain or loss, net of taxes, would be reversed and 
Other investments ona cctecneesenviea sanity: snake senagea ate Be #2 reported in income. As at December 31, 2000, the market value of the 
Unamortizedidebtisstieicostsis= nr ener ease eee ee ee 49 55 on ee 
OtheFiicsececc en ee i Ne ae 41 1g COMpany’s investment was $216 million. 
Gs ae Under separate right-of-way agreements with 360networks Inc., 


In March 2000, the Company exchanged its minority equity invest- 
ments in certain joint venture companies for 11.4 million shares of 
360networks Inc., a company which offers broadband network services 
for telecommunication companies, information service providers, appli- 
cation service providers and data-centric enterprises. The Company 
recorded the shares received at their then estimated fair value resulting 
in a gain of $84 million, $58 million after tax ($0.30 per basic share or 
$0.28 per diluted share). 

On April 20, 2000, 360networks Inc. completed an initial public 
offering (IPO). According to the terms of an agreement with 360networks 
Inc. and securities regulations, it is not anticipated that the Company will 
sell its shares in 360networks Inc. within 12 months of the IPO. 

Following the IPO, the Company accounts for its investment in accor- 
dance with SFAS No. 115, “Accounting for Certain Investments in Debt 
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the Company receives revenues and fiber-optic strands for its own rail 
purposes. 


8 Credit facilities 


The Company has U.S.$1,000 million five-year revolving credit facilities 
which expire in 2003. The credit facilities provide for interest on borrow- 
ings at various interest rates including the Canadian prime rate, bankers’ 
acceptance rates, the U.S. federal funds effective rate and the London 
Interbank Offer Rate plus applicable margins. The credit facility agree- 
ments contain customary financial covenants, based on U.S. generally 
accepted accounting principles, including i) limitations on debt as a per- 
centage of total capitalization, ii) maintenance of tangible net worth 
above predefined levels, and iii) maintenance of the fixed charge cover- 
age ratio above predefined levels. The Company was in compliance with 
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all of these financial covenants throughout the year. The Company's com- 
mercial paper program is backed up by CN’s revolving credit facility. In 
June 1999, the Company used proceeds from the sale of common shares 
and convertible preferred securities to repay U.S.$125 million (Cdn$185 
million) of commercial paper and U.S.$310 million (Cdn$456 million) of 
the Company's revolving credit facilities. In July 1999, the balance of the 
revolving credit facilities were repaid. During 2000, the Company did not 
draw on the credit facilities. As at December 31, 2000, the Company had 
$77 million of commercial paper outstanding (U.S.$6 million (Cdn$9 mil- 
lion) as at December 31, 1999). 


9 Accounts payable and accrued charges 


In millions December 31, 2000 1999 
JWECIS GENE ele cece So aetnan eon mare Aen on ahore aan cnn asse cee $ 403 $ 486 
AGEPC CL ANCS isn sntenvaystalsteataicicte sti Plere satay uke oe since abe talsben Ole stncai Os 244 88 
Bayroll-related Chall Siemines coe rasiastste se viceteltefetsleteintelsieiiciicieito/eeiei- > 194 185 
EGMICU Cand estate n resent; gute tae ate ack eerie dbase 187 195 
Current portion of workforce reduction provisions ................ 137 182 
Accrued interest on long-term debt .............0cceeceee eee ence 126 119 
AGCHMEUIGPRTALING JCASES. 2 cna escinanss oarsanusesensbleiees scence ve 31 29 
OLINGy chile sat aee isu onsarononartoccec oer ieriean anak ceceiaa crates 67 89 
$1,389 $1,373 
1 0 Other liabilities and deferred credits 
In millions December 31, 2000 1999 
Workforce reduction provisions, 

Beton CUEFENE DOMIOM: (A) masectaweneraoaeriaciriners scm setntsants $ 376 Se SHY, 
Personal injury and other claims .............cesceeeeeeeeeee ene ens 373 309 
Accrual for post-retirement benefits 

OtherthamPenSiONs4(B) a-wececate sk oeaweeinertdsinenemsetists ns 231 220 
Environmental reserve, net of current portion ............00e00e00s 64 66 
Deferredi credits: and Other eens cuieccacnieinas acteieaeiesiee/-chielaleemienme 161 175 

$1,205 $1,287 


A. Workforce reduction provisions 

The workforce reduction provisions, which cover employees in both 
Canada and the United States, are mainly comprised of severance pay- 
ments, the majority of which will be disbursed within the next five years. 
Other elements of the provisions mainly include early retirement incen- 
tives and bridging to early retirement. Payments for severance and other 
elements of the provisions have reduced the provisions by $189 million 
for the year ended December 31, 2000 ($219 million for the year ended 
December 31, 1999). The aggregate provisions amount to $513 million 
at December 31, 2000. 


U.S. GAAP 


B. Post-retirement benefits other than pensions 


(i) Change in benefit obligation 


In millions Year ended December 31, 2000 1999 
Benefit obligation at beginning of year..............ccceeeee eee ee ees $230 $172 
IntenesticoStareenctns teeter nanttarettaewtarntetiyturaartcccstaretoacterrare 15 15 
SEI VIERNCOSE tepirsnene cetemeeincinachitivicestsecnien esate odemlesbimeargors 8 8 
FOr elGnnCUNeNGl/ Changes ere re tntereht trtmtstrciscidscicton enrnsye sii ce 3 (3) 
Ne HET IKCET ON ES: oop acegootopnpporeshoe. sid SpuCnORONe rs mamoeaee 3 (13) 
Benelitsypaldicsmrcnentesee Cen neck ie scascisisnte asthe sashes (17) (16) 
Consolidationiofll Cxmatterey cprncms cases cece aise slab one aisete sisters - 67 
Benefit obligation at end Of Year ..........cece eee ee eee ee ene ee een ees $242 $230 
(ii) Funded status 
In millions December 31, 2000 1999 
Unfunded benefit obligation at end of year ............c0eeeeeee eens $242 $230 
Wnrecognizedinetactlattal lOSsieeca. case ccmrsscsesnamcit ne semes snes (8) (6) 
Wiirecognized| prOk SCLVICE\COStia sett asesctsslcsistebssire ars delaras ernie (3) (4) 
Accrued benefit cost for post-retirement benefits 

lotherthan | PenSiONnS era rcwe neers eetcccasmeisiene esa ciyac nares $231 $220 
(iii) Components of net periodic benefit cost 
In millions Year ended December 31, 2000 1999 1998 
Interestecostiesa tease cre ok posse sine amie selec) $15 $15 $11 
SGIVICAICOSUMME IS Riscert Nie iteiys etcre artuin aig is ehety cietetuaialaaiovel Fee 8 8 4 
Amortization of prior service COSt...........ceeeeeeeeees 1 1 1 
Recognized net actuarial loss .............0.ese eee ee ees 1 2 1 
Net PenlCdIGIDENEHE COSt Meer violas sins rtaste ober « $25 $26 $17 
(iv) Weighted-average assumptions 

December 31, 2000 1999 1998 

DISCOUN tHe mcm crete racic rata wie stei-Cchaeinels iene ealeles 6.95% 7.39% 6.00% 
Rate of compensation increase ...........-sseeeeeeeees 4.25% 4.25% 4.25% 


A one-percentage-point change in the health care trend rate would 
not cause a material change in the Company's net periodic benefit cost 
nor the post-retirement benefit obligation. 
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1 1 Long-term debt 


Currency 
in which December 31, 
In millions Maturity payable 2000 1999 
Bonds, debentures and notes: (A) 
Canadian National series: 
Sau) WERNICEN SUES TEI lee (2) :crostucdouadsotoodn don cnehenenascndgsdacodec-nogeuntamsesncouensene Aug. 22, 2000 CHF $  - $ 99 
Bio” NSVOar NOUS staan tie race Pie Gee eeck eae ee Ae NEST NCEE TE Le May 21, 2001 Cdn$ 150 150 
CieYoe TOyear notes: rss. sins sate aaataciawer scien Sear eee ae eae eae a ee et RC May 15, 2003 U.S.$ 225 218 
Te MOVOannOtesia.tar terre risters canes oi toe asec Nase soe NR ORO Mar. 15, 2004 U.S.$ 398 386 
6:45 on buttablesReset, Securities: (PURS)i(G)meaecte ecm ne or caren neee ee een a en July 15, 2006 U.S.$ 375 363 
6;807or-20-yearinotes (D) via cunbtemaaancacen men ereen ieee Case cee Re Oe aeRO ee eI July 15, 2018 U.S.$ 300 291 
Tevet 30 -yearsdeben tunes zacnameecnummanw acne aay iavieeeet ean te, eee Men ee ev ene RE May 15, 2023 U.S.$ 225 218 
G90 Poms Osyear notes (D) stir farssearepte scp sta a Nunca te ee an Ue ERE Rte A July 15, 2028 U.S.$ 712 690 
Illinois Central series: 
G.8370 5 SaVGAI MOLES ere currcanarsia sen ci tine eens oe aMTe ae SSE ACTER TED ESE Ee on May 17, 2000 U.S.$ = 44 
Tel 2 Gove Bey Gar NOLES tata kere oan aaatt Vase ac sa ieee circ ae cet ae hae Ce eee REET cea eer cd ae Aug. 2, 2001 U.S.$ 15 73 
Ou12 or: 2 D¥GaNiNOteS, .nokaan anneal sari ease oan cee Hegre ak SONATE REE RCE NRE RR Aug. 14, 2001 U.S.$ 75 73 
4% BEV CRM NOTES Cs cele reste west te eose eee ae AEE OR rN aT Pe cre act CT Mar. 1, 2002 U.S.$ 1 1 
Giog MOvearnotesss ncaune ouktra nese cain eee asec ae Re meee te AAT ere ea IES May 15, 2003 U.S.$ 150 145 
Nonointerestibearing7-veargnoteseasraer. warner crete aincr etatr cn eer ee ER eee ear = een Nov. 29, 2003 U.S.$ 1 | 
Thos AOWeah Motes: Fs cha saauan we caravan the eer see TRE CREE LAE Renn Te a ea May 1, 2005 U.S.$ 150 145 
6.98% 12-year notes ...... Mong ponnocorascucaeninatenes od aCenorman vont anecrbaBepasOCCAGe a nbs AaeY Ara July 12, 2007 U.S.$ 75 73 
61639 “NO-year NOteSirr: aavameceseeeta Aree abt oe cee nee eet atr oee ie ROR ket Rip June 9, 2008 U.S.$ 30 29 
oii 5.99-Vealsincome:debenturessancuarsc een se tte iartancettne serenely ak et wanet oeee eee ae July 1, 2032 U.S.$ 1 1 
Divo». 99-year incomerdebenturesmeree me eeeten- cis aeene sean cee Ae eet eae Dec. 1, 2056 U.S.$ 12 12 
Talon 0zveat,debentinesixcasa. sue ssaena orn cnn omer eS eRtaet a terete CRE ee ee ete Sep. 15, 2096 U.S.$ 187 182 
flotalibondssdebenturesiand Notes enema eens tet eecere coer PERC EEE eRe 3,142 3,194 
Other: 
Commercial: paper(e) (Note18) cose pmeeuecr cattery eee tees Sree ea ee me ne no Various 77 9 
Capital lease obligations, amounts owing under equipment agreements and other (F) .................... Various 1,114 1,029 
PO teal Otel sie dine se sso Raph Me Da sede le Sia cle ae ACCRA CEE EE oe RE 1,191 1,038 
SUBLOLAN csr a Sande dtgdocktdowaalee ote hiaige dam CER Eee RRR ORE 4,333 4,232 
Less: 
Current pontiontoflong-term debtrweraeescae sence eect sete a ieee ere een nen 434 271 
Net: Unamomtized discount. .\,cwisanccass cee stasen Generar nee Emenee coer meee ee en ee 13 13 
447 284 
$3,886 $3,948 


A. The Company's bonds, debentures and notes are unsecured. 


B. The bonds issued in Swiss francs (CHF170 million), bearing an interest 
rate of 5%%, were effectively converted at their issue date to a $99 mil- 
lion Canadian dollar obligation through a currency swap agreement at 


an all-inclusive cost of 11.17%. These bonds were repaid in August 2000. 
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a 


C. The PURS contain imbedded simultaneous put and call options at par. 
At the time of issuance, the Company sold the option to call the securi- 
ties on July 15, 2006 (the reset date). If the call option is exercised, the 
imbedded put option is automatically triggered, resulting in the redemp- 
tion of the original PURS. The call option holder will then have the right 
to remarket the securities at a new coupon rate for an additional 30-year 
term ending July 15, 2036. The new coupon rate will be determined 
according to a pre-set mechanism based on market conditions then pre- 
vailing. If the call option is not exercised, the put option is deemed to 
have been exercised, resulting in the redemption of the PURS on July 15, 
2006. 
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D. The 20-year and 30-year notes are redeemable, in whole or in part, at 
the option of the Company, at any time, at the greater of par and a for- 
mula price based on interest rates prevailing at the time of redemption. 


E. During 1998, the Company initiated a commercial paper program. The 
program enables the Company to issue commercial paper up to a maxi- 
mum aggregate principal amount of $600 million or the U.S. dollar 
equivalent and is supported by CN’s revolving credit facility. Commercial 
paper debt is due within one year but has been classified as long-term 
debt, reflecting the Company's intent and ability to refinance the short- 
term borrowing through subsequent issuances of commercial paper or 
drawing down on the revolving credit facilities. Interest rates on com- 
mercial paper range from approximately 5%% to 6%. 


F. Interest rates for the capital leases range from approximately 54% to 
14'4% with maturity dates in the years 2001 through 2025. The imputed 
interest on these leases amounted to $559 million as at December 31, 
2000, and $577 million as at December 31, 1999. 

The equipment agreements are payable by monthly or semi-annual 
installments over various periods to 2007 at interest rates ranging from 
6% to 9.7%. The principal amounts are payable as follows: $26 million 
and U.S.$1 million (Cdn$2 million) as at December 31, 2000, and $39 
million and U.S.$12 million (Cdn$17 million) as at December 31, 1999. 
The capital leases, equipment agreements, and other obligations are 
secured by properties with a net carrying amount of $1,068 million as 
at December 31, 2000 and $934 million as at December 31, 1999. 


G. Principal repayments for the following fiscal years, including repur- 
chase arrangements and capital lease repayments on debt outstanding 
as at December 31, 2000 but excluding repayments of commercial paper 
of $77 million, are as follows: 


Year In millions Amount 
92010! (nets haan Ake oe SOE, © at ie Sp dot ag h cea aeeet on OCOnoe Tania $ 434 
PD 2 irae cats awa sclk cial a eet ITE I eB Ce aad cas gid 128 
TANCE. oe See Re ne DIE ERO e a ene oN ac dee Bene EDs ee cpa cena airs an 497 
iD) Aenea et. ae em rte eee) ener me ppiaiser eenatececaeeiatas misses 508 
PALO Seo 3 ty pe nee tet RY rn Oras ec he Syn ORR wh co ame Oe ee ce 216 
P OOGiARAITHRRCARtGTiceascis cic ico es iosiesslerente cia cere ccocetetatacetste einen CeterstaraTmiain pioeaibiate 2,460 
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H. The aggregate amount of debt payable in U.S. currency as at 
December 31, 2000 is U.S.$2,290 million (Cdn$3,434 million) and as 
at December 31, 1999 is U.S.$2,332 million (Cdn$3,389 million). 


/. During 2000, the Company recorded $149 million in assets and the 
corresponding debt on leases for new equipment ($337 million in 1999). 


1 2 Capital stock and convertible preferred securities 


A. Authorized capital stock 

The authorized capital stock of the Company is as follows: 

e Unlimited number of Common Shares, without par value 

e Unlimited number of Class A Preferred Shares, without par value 
issuable in series 

e Unlimited number of Class B Preferred Shares, without par value 
issuable in series 


B. Issued and outstanding common shares 
During 2000, the Company issued 1.2 million shares related to stock 
options exercised. The total number of common shares issued and out- 
standing was 190.6 million as at December 31, 2000. 

During 1999, the Company issued 9.2 million common shares as 
a result of the June 23, 1999 public offering. The Company also issued 
1.4 million shares related to stock options exercised. 


C. Convertible preferred securities 

In 1999, the Company issued 4.6 million convertible preferred securities at 
U.S.$50 per security. These securities are subordinated securities convert- 
ible into common shares of CN at the option of the holder at an original 
conversion price of U.S.$38.48 per common share, representing an original 
conversion rate of 1.2995 common shares for each convertible preferred 
security. On or after July 1, 2002, at the option of CN but subject to certain 
conditions, the holders’ rights to convert these securities may be extin- 
guished if the current market price exceeds 120% of the conversion price 
for a certain period. These securities bear interest, payable quarterly in 
U.S. dollars, at a rate of 5.25% per year, and are due on June 30, 2029. 
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1 2 Capital stock and convertible preferred securities (continued) 


D. Stock split 

On July 20, 1999, the Board of Directors of the Company approved a two- 
for-one common stock split which was effected in the form of a stock divi- 
dend of one additional common share of CN common stock payable for each 
share outstanding or held in treasury on September 27, 1999 to shareholders 
of record on September 23, 1999. All equity based benefit plans reflect the 
issuance of additional shares or options due to the declaration of the stock 
split. All shares and per share data reflect the effect of the stock split. 


E. Share repurchase programs 

In 2000, the Board of Directors of the Company approved a share repur- 
chase program which allowed for the repurchase of up to 13 million 
common shares of the Company's common stock pursuant to a normal 
course issuer bid, at prevailing market prices. During 2000, $529 million 
was used to repurchase 13 million common shares at an average price 
of $40.70 per share. 

On January 23, 2001, the Board of Directors of the Company 
approved a share repurchase program which allows for the repurchase 
of up to 10 million common shares of the Company's common stock 
between January 31, 2001 and January 30, 2002 pursuant to a normal 
course issuer bid, at prevailing market prices. 


13 Stock plans 


A. Employee share plan 

In 1997, an Employee Share Investment Plan (ESIP) was implemented giv- 
ing eligible employees the opportunity to subscribe for up to 6% of their 
gross salaries to purchase shares of the Company's common stock on the 
open market and to have the Company invest, on the employee's behalf, 
a further 35% of the amount invested by the employee. Participation at 
December 31, 2000 was 7,916 employees (7,359 at December 31, 1999). 
The total number of ESIP shares purchased on behalf of employees, includ- 
ing the Company's contributions, was 637,531 in 2000 and 375,681 in 
1999, resulting in a pre-tax charge to income of $6 million, $5 million 
and $3 million for the years ended December 31, 2000, 1999 and 1998, 
respectively. 
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B. Stock options 

The Company has stock option plans for eligible managers to acquire com- 
mon shares of the Company upon vesting at a price equal to the market 
value of the common shares at the date of granting. The options are exercis- 
able during a period not to exceed 10 years. The right to exercise options 
generally accrues over a period of four years of continuous employment. 
Options are not generally exercisable during the first 12 months after the 
date of grant. At December 31, 2000, an additional 7.7 million common 
shares remained authorized for future issuances under these plans. 

Options issued by the Company include conventional options, which vest 
over a period of time, and performance options, which vest upon the attain- 
ment of Company targets relating to the operating ratio and unlevered return 
on investment. The total conventional and performance options outstanding 
at December 31, 2000 were 5.6 million and 3.3 million, respectively. 

Changes in the Company's stock options are as follows: 


Number 
of options 


Weighted-average 
exercise price 


In millions 


Outstanding at December 31,1997 .............cceeeeeee 3.6 $ 19.43 
Conversioniotil Goptionsieaaeeeeteaeeie eee eee 3.0 U.S.$ 22.57 
Granted). sRowcsn cana encae ee ote scene Ce eee eee ins: $ 37.35 
Canceled. aac: enon BY erin ote (0.4) $ 20.22 
Exercised: czeceuins a fete cetera vaccine bce a ana (0.4) $ 19.42 
Outstanding at December 31, 1998.0... eee ee eee vA $ 29.11 
Granted ssassine sist sacra eed cg erent ea 3.0 $ 45.46 
Canceledinnapousa ac uss aceite eR Ee ene (0.4) $ 34.51 
EXercisedle® cP rans aedceias tenn cate ean an ma (1.4) $ 25.43 
Outstanding at December 31,1999"... eee ea ee 8.3 $ 34.88 
LS] CUISU Rapa dnt ANE dentin pe ater aa OaSHONE RCE EGC Loe ce tents 2.2 $ 35.33 
Ganceledys Genres cae voee coe eee ee (0.4) $ 36.23 
EXENGSEC Met rhea ee nate ates ge etek ett tn (1.2) $ 22.19 
Outstanding at December 31, 2000")... 0. ...cccccceceees 8.9 $34.95 


(1) Includes the IC converted stock options translated to Canadian dollars using the 
foreign exchange rate in effect at the balance sheet date. 
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Stock options outstanding and exercisable as at December 31, 2000 were as follows: 


Options outstanding 


Options exercisable 


Weighted- Weighted- Weighted- 
average average average 
Range of Number years to exercise Number exercise 
exercise prices of options expiration price of options price 

In millions In millions 
Ontionsiqranted (M905 sect ce eetinox aaawe vsti omwremtaceiants $13.50 0.4 3 $ 13.50 0.4 $ 13.50 
Optionsraranted iil 99Gu vtec sores esas anaranersenmesaens $18.52-$23.72 0.3 3 $ 18.69 0.3 $ 18.69 
MOBHOMSIGLAaNted iim GO Tae anasto esr ciicioet seysaceo eae tveee $24.85-$38.75 0.6 4 $ 28.43 0.4 $ 28.45 
MOptions:aranted ine 199819 x. wis oncce sosmeenmaaseetcdes $16.79-$46.25 2.8 6 $ 30.63 25 $ 30.74 
OHvONSFaNted IN 99M cack asc ssenncneauaeacsse ieee ates $36. 14-$49.45 Dig, 8 $ 45.47 0.6 $ 45.21 
Options grantediin' 2000 Keie. we viceiajemsnceatiasninnercs es $34.91-$48.50 2.1 9 $ 35.34 0.1 $ 35.01 
Balance at December 31, 2000" .......ccccccceee ene e enn 8.9 il $34.95 4.3 $30.31 


(1) Includes the IC converted stock options translated to Canadian dollars using the foreign exchange rate in effect at the balance sheet date. 


C. Stock-based compensation expense 

Compensation expense for certain performance-based stock-option 
awards under these plans is determined by the options’ intrinsic value in 
accordance with APB 25, “Accounting for Stock Issued to Employees, ” 
and related interpretations. Compensation expense recognized for stock- 
based awards was $3 million, $7 million and $13 million in 2000, 1999 
and 1998, respectively. Had compensation expense been determined 
based upon fair values at the date of grant for awards under all plans, 
consistent with the methods of SFAS No. 123, “Accounting for Stock- 
Based Compensation,” the Company's pro forma net income and earn- 
ings per share would have been as follows: 


Year ended December 31, 2000 1999 1998 
Netincomerjnuniitons)easanaacceaces akase caterers $917 $ 740 $ 270 
Basic/earnings: per Shale) secesn<cnseeeeceee eee nes $4.70 $3.75 $1.47 
Diluted earnings per share ...........:ceeee eee ene e ees $4.58 $3.68 $1.46 


These pro forma amounts include compensation cost as calculated using 
the Black-Scholes option pricing model with the following assumptions: 


Year ended December 31, 2000 1999 1998 

Expected option life (years)..........0ceceeneeeeee eens 7.0 7.0 7.0 
Risk-free interest rata scacen pe se ces cccce se cee entrar 5.38% 6.64% 5.52% 
Expected stock price volatility ................ceeee eee 30% 30% 30% 

Average dividend per share .............sc0seeeeeeuees $ 0.70 $ 0.60 $ 0.53 

Year ended December 31, 2000 1999 1998 

Weighted average fair value of options granted........ $12.54 $18.93 $14.36 

U.S. GAAP 


1 4 Pensions 


The Company has retirement benefit plans under which substantially all 
employees are entitled to benefits at retirement age, generally based on 
compensation and length of service and/or contributions. The tables that 
follow pertain to all such plans. However, the following descriptions relate 
solely to the Company's main pension plan, the CN Pension Plan (the 
Pension Plan). The Company's other pension plans are not significant. 


Description of plan 

The Pension Plan is a contributory defined benefit pension plan that cov- 
ers substantially all CN employees. It provides for pensions based mainly 
on years of service and final average pensionable earnings and is gener- 
ally applicable from the first day of employment. Indexation of pensions is 
provided after retirement through a gain (loss) sharing mechanism, sub- 
ject to guaranteed minimum increases. An independent trust company is 
the Trustee of the Canadian National Railways Pension Trust Funds (CN 
Pension Trust Funds). As Trustee, the trust company performs certain 
duties which include holding legal title to the assets of the CN Pension 
Trust Funds and ensuring that the Company, as Administrator, complies 
with the provisions of the Pension Plan and the related legislation. 


Funding policy 

Employee contributions to the Pension Plan are determined by the plan 
rules. Company contributions are in accordance with the requirements of 
the Government of Canada legislation, The Pension Benefits Standards 
Act, 1985, and are determined by actuarial valuations conducted at least 
on a triennial basis. These valuations are made in accordance with leg- 
islative requirements and with the recommendations of the Canadian 
Institute of Actuaries for the valuation of pension plans. 
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1 4 Pensions (continued) 


Description of fund assets 

The assets of the Pension Plan are accounted for separately in the CN 
Pension Trust Funds. These assets consist of cash and short-term invest- 
ments, bonds, mortgages, Canadian and foreign equities, real estate, and 
oil and gas assets. 


(a) Change in benefit obligation 


In millions Year ended December 31, 2000 1999 
Benefit obligation at beginning of year.............cceseeeeueeee $ 9,935 $10,540 
Acthantali(gain)lassmeacutstasunce ncaa eee nee eae 730 (746) 
INtEreStCOSE Sawer caw wet cope ance Recee eee nee ER oe 690 632 
Plan participants: ‘contributions a. .v.0.1ccmeeceace ss ee eseeenes 74 73 
SERVICE COST rec ye setae aus anttter ae ae eceee ee eee ie Ee ee 70 95 
FOFEIOUNGUTTEN CY: ChangeSmaen jeeercei nate eer ta teeer ene 3 (3) 
Benefit payments and transfers ............cceccceeseeeeeeeueess (647) (656) 
Benefit obligation at end Of Year ...... 6.60. cece eceveeees evens $10,855 $ 9,935 


(b) Change in plan assets 


In millions Year ended December 31, 2000 1999 
Fair value of plan assets at beginning of year.................0.. $11,768 $10,728 
Actualfreturnromiplantassetsmearner eam eeen eet ere eee 1,198 1,567 
Planiparticipantsecontributionsi reassessment ees aeeeee ees 74 73 
Employericonttibutionseneseaseeeateoe eee sete ener e 59 59 
FOLeIgnicumencyichangesy samseccee neeadrnenetner eee eae eee 3 (3) 
Benefit payments and transfers ...........ecccseeeeseceussnees (647) (656) 
Fair value of plan assets at end Of Year .........0.00ece eee veeees $12,455 $11,768 


(c) Funded status 


In millions December 31, 2000 1999 
Excess of fair value of plan assets over 

benefit obligation at end of year ...........c.cceceeeeeeeenees $1,600 $1,833 
Unrecognized net actuarial gain ...........0.cesseesescceaseesers (1,652) (1,976) 
Unrecognized net transition obligation .............cccsceeeeee eee 59 78 
Unrecognizediprionservicelcost:.ee cs eetrteenee ene eee eR eeeee 153 172 
Netamountirecognized mass ascueecauc aircon eee eee nee eee $ 160 $ 107 


(1) Subject to future reduction for gain sharing under the terms of the plan. 


(d) Amount recognized in the Consolidated Balance Sheet 


In millions December 31, 2000 1999 
Prepaid: Denenticosti ate. cmsteme.neeesea tocen a eee eee $ 166 $ 113 
Accrued’ benefiticostia: + sicaac edo ttc ea eee eel uqiies (6) (6) 
Net. amount recognized, a )r.ucnecmastiaen sareeceeeareee eet nee eee $ 160 $ 107 
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(e) Components of net periodic benefit cost 


In millions Year ended December 31, 2000 1999 1998 
Intenesticost a schcncserntr leanne fae eleRe eset $690 $632 $629 
SORVICRICOS Eas: caacsenicas arian taeR ee eE eee cr oe eee 70 95 81 
Amortization of net transition obligation .............. 19 19 21 
Amortization of prior service COSt ..........00ceeeeeeee 19 20 20 
Expected return on plan assets ............ceeeeeeeues (792) (732) (701) 
Recognized net actuarial loss ...........0..eeceeeeeues ~ 23 - 
Netiperiodicibenetit cost mav.-ea-+ ee eee ee $6 $ 57 $ 50 


(f) Weighted-average assumptions 


December 31, 2000 1999 1998 

Discountirate, ty ccctasscammcen arses ait Alco eee ere a re 6.50% 7.00% 6.00% 

Rate of compensation increase............se0ceveeeues 4.25% 4.25% 4.25% 
Expected return on plan assets for 

year ending December 31 ......:ccccecccstsenssseen 9.00% 9.00% 9.00% 


1 5 Special charge 


The Company recorded a charge to operations of $590 million in 1998 for 
workforce reduction plans aimed at reducing future operating costs and 
increasing productivity. The charge includes severance and other payments 
to be made for approximately 3,000 reductions (1,400 occurred in 1998; 
1,300 occurred in 1999; and the remainder occurred in 2000). Labor produc- 
tivity and operating efficiency initiatives span the entire organization with 
reductions in the administration, transportation, engineering and equipment 
functions. The majority of the remaining payments related to workforce 
reductions are expected to be disbursed within the next five years. 


1 6 Interest expense 


In millions Year ended December 31, 2000 1999 1998 
Interest on. long-term debt..........:..0csecceeeceersees $322 $319 $257 
Interest on short-term borrowings ...........0s0seseeee - - 3 
INterestiincomels: eacctimascuteen sa ataeee cena cee (11) (5) (17) 

$311 $314 $242 
Cashvinterest paymentSs.tcwen sc caacsesere eee ones $315 $311 $192 


(asses nemeenemmmnemmmemmnmmmmmemeeeameeeeeesel 


U.S. GAAP 
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1 7 Other income 


In millions Year ended December 31, 2000 1999 1998 
Gain on exchange of investment (Note 7) .............. $ 84 $ - $ - 
Gain on disposal of properties.............0ceeeeeee eens 57 56 51 
HAVESEMIOM Es NGOM EG verarratict-al-tonissine ferniege winrouuse arlene ereleities 10 21 20 
Foreign exchange gain (loSS) .........0.cseeeenseenee ees 10 4 (26) 
Netrentaliossmenpr ater cca. occas eur saath eat aac ueee (22) (25) (20) 
Equity in earnings of IC (Note 4 (A)) .........cceeee eee - - 105 
OEIC ets syeica te saraiepeaiav sis wt eais/a i staraplu atsiculatofecobcvarelty (3) (1) (8) 
$136 $ 55 $122 
1 8 Income taxes 
The Company's income tax expense from income before cumulative 
effect of changes in accounting policy is as follows: 
In millions Year ended December 31, 2000 1999 1998 
REC eKAltAXM ate re ewtin scalnmhtre samtsn seh aeeennmeare sean 29.1% 29.1% 29.1% 
Income tax expense from income before income taxes 
and the cumulative effect of changes in accounting 
policy based on the Federal tax rate .............04. $(429) $(352) $(87) 
Income tax (expense) recovery resulting from: 
PrOvinclalvandsOther taX@S: van swscineeuiewientecme ave een (180) (196) (63) 
USataxiratedifferentiall wswicwrecamulamactinametjee ese 9 38 - 
Gain on disposals and dividends ...............000 18 8 8 
EQUILV MLeatmINOSiOL 1G. wcmemaancme anal enstacd sere - = 47 
OREN Tae atin eer atin cect eae hc ncanh ti eanetanee 46 40 21 
WIGOMETANVEXDONSE:Warcacch ao.erht. ctesnmue ane nero $(536) $(462) $ (74) 
Income tax expense is represented by: 
SLUT CSL ee ea I $(224) $ (45) $ (18) 
YS Fats lett tata er gu aanee air wine an ese asa anse (312) (417) (56) 
$(536) $(462) —s $ (74) 
Cash payments for inCOME taX€S .... 10.60. e eee e ences $ 101 $ 45 $ 18 


Significant components of deferred income tax assets and liabilities 
are as follows: 


In millions December 31, 2000 1999 
Deferred income tax assets 
Workforce redliction’ ProviSiONS © 2c.vs ceecce cmnew airs we ciecrsieee cries $ 202 $ 266 
ACcrUaISaNdi Other TESeIVGSs: at ox sities, .c waren shattn weenie erator ae 198 186 
POSETEUTEMONt DANES: orn cee cri .ca cdeintersarcewacdsieies capiinaateh anette 91 89 
Losses and tax credit carryforwards ...........scceeeeeeeeenee ewes 26 39 
517 580 
Deferred income tax liabilities 
PROPGIES: ae neeecncee se ng tints tomy tetanus ciniecioeey anal ie 3,778 3,409 
Total net deferred income tax liability ...............e cece eee eee 3,261 2,829 
Net current deferred income tax asset ...........0:ceeeee renee eres 114 146 
Net long-term deferred income tax liability ...........0.0e0ese eee $3,375 $2,975 


U.S. GAAP 


1 9 Segmented information 


A. Geographic areas 
The Company operates in one business segment with operations and 
assets in Canada and the United States. 


B. Information on geographic areas 


In millions Year ended December 31, 2000 1999 1998 
Revenues: 
Canadianirail Saws, Saaemuscs shen ree oa aeons $ 3,650 $ 3,524 $ 3,500 
WIS Teal teres aircon cin tape at tesres 3 drarnne slave entarslelar@cgatne 1,778 1,712 578 
$5,428 $5,236 $4,078 
Operating income: 
Canadiantrallt.cacSewnch wie sncqumsereee aninsthes Sit-199 Sit Oda 9tS9 238" 
USviralliues pynaenassbannatswcathomadtinsatamensanaie’t 449 452 37 
$1,648 $1467 $ 418 
Income (loss) before cumulative effect of 
changes in accounting policy: 
Gana diatn (all rece cgcroreniecsecre datas strives a siere nie ote $ 695 $ 565 $ 225 
WES HITatllineee ee aititefacce Masecteiyem ccaticraaisihte aunerclstarines 242 181 (106) 
Equity iearnings Of [Ger sve. -. cemeesuesrense nn ve - = 105 
$9937) $0 746 ~ 3) 224 


Depreciation and amortization: 


GariadlaRiailh eee week oer eecenccnat acon sass $ 336 $ 294 $ 304 
LSS Umer ere era ateeriels Geraacea aaa arecte scare 197 202 15 
$ 533 $ 496 $ 319 


Capital expenditures: (ii) 


CanadiantrailtWii)ranasceem taco cance ecasen emer $ 802 $ 954 $287. 
WESGI ET Maer Pred ob RAED BERR ee REE OO ET Caer 310 324 84 
$ 1,112 $ 1,278 ee aA 
In millions December 31, 2000 1999 
Identifiable assets: 

Ganaclaniralllae ceetrintst sana Mocssmnanccratcnememer mater eine $ 8,712 $ 8,203 
UST cee rocceton atin Seon pre oonn at: ome anAcmecor 8,602 8,227 
$17,314 $16,430 

(i) \ncludes $8 million (1999: $6 million, 1998: $3 million) depreciation and 


amortization of properties related to other business activities. 
(ii) Represents additions to properties. 


(iii) Includes $9 million (1999: $11 million, 1998: $17 million) of additions to prop- 
erties related to other business activities. This amount also includes non-cash 
capital expenditures financed with capital leases and capitalized depreciation. 


Canadian National Railway Company 61 


Notes to Consolidated Financial Statements 


20 Earnings per share 


Year ended December 31, 2000 1999 1998 
Basic earnings per share 
Income before cumulative effect of changes 
Ihraccounting | Policymnneterea a tana see eee mee $4.81 $3.78 $1.22 
Cumulative effect of changes in accounting policy .... - 0.03 0.23 
NGHINCOME mnt et nse ern time eee $4.81 $3.81 $1.45 


a 


Diluted earnings per share 
Income before cumulative effect of changes 


NERO GTON SP incoan soncunthanoee sannourannost $4.67 $3.71 $1.21 
Cumulative effect of changes in accounting policy .... - 0.03 0.23 
NOEINCOMET acti ne ser Rae cee eee ae Nee $4.67 $3.74 $1.44 


rns 


The following table provides a reconciliation between basic and 
diluted earnings per share: 


In millions, 


except per share data Year ended December 31, 2000 1999 1998 
Income before cumulative effect of changes in 

ACCOUNTING! POLIC) ear Geechee uaaeonere $ 937 $ 746 $ 224 
Income impact on assumed conversion 

of prefered Secunitiesi nur ae-eaeeeeene eee neee ett 11 6 = 

$ 948 $ 752 $ 224 

Weighted-average shares outstanding ................ 195.0 197.3 183.1 
Effect of dilutive securities and stock options ........ 7.8 5.2 1.7 
Weighted-average diluted shares outstanding ........ 202.8 202.5 184.8 
Basic earnings per share from income before 

cumulative effect of changes in accounting policy.... $ 4.81 $ 3.78 $ 1.22 
Diluted earnings per share from income before 

cumulative effect of changes in accounting policy.... $ 4.67 S371 $ 1.21 

Pro forma amounts assuming retroactive application of new 

accounting policies: 
In millions, 
except per share data Year ended December 31, 1999 1998 
Income before cumulative effect of changes 

WNACCOUNTING DOUG Verne emanate eee eee en oe ee ee $ 746 $214 
BasiGiedinings)penshateues teehee nse seer eee $3.78 $1.17 
Dilutedieamings: petshares-resssch ass ckee sen. ame eee ee $3.71 $1.16 
Netiincomes casera cuecire 8 ceeier ee a EA ee oe $ 746 $214 
Basic eamingsipershare: cn: tec etnrat s,s eee eee ee $3.78 $1.17 
Dijuted)earings|pen-shareressncs: seceen yo neeete meee re eee $3.71 $1.16 


62 Canadian National Railway Company 


21 Major commitments and contingencies 


A. Leases 

The Company's commitments as at December 31, 2000 under operating 
and capital leases totaling $871 million and $1,439 million, respectively, 
with annual net minimum payments in each of the five following fiscal 
years to 2006 and thereafter, are as follows: 


Year In millions Operating Capital 
VAN) Pie reper nent AO aaatie Rats cuacuna tb caakicnncan $185 $ 163 
2002s hiais hae spiecies Nee eee aa ge ee 157 117 
2003 reas cytctaate Shores rabies ARRAS ee aE eT e Pee 123 101 
2OQA: cian nits leeracth ioe oe Rue ae OTe ee ean 107 120 
2005 « ..2stegosttttntan aa Areas eee eee 83 92 
2006 andithereatters:jcccasysiecee seme nee en eee eee 216 846 
$871 1,439 

Less: imputed interest on capital 

leases at rates ranging from 

approximately:5/200it0s1 4/2900 eeeeneennt epee ee a en 559 
Present value of minimum lease payments 

at.current.rate)incluclediintdebtiesce. scans eee aaa ane eee $ 880 


B. Other commitments 

As at December 31, 2000, the Company had commitments to acquire 
freight cars at an aggregate cost of $13 million, rail at a cost of 

$28 million and railroad ties at a cost of $25 million. Furthermore, 
as at December 31, 2000, the Company had entered into car repair 
commitments totaling $10 million for the years 2001 and 2002 and 
agreements with fuel suppliers to purchase approximately 46% of its 
anticipated 2001 volume and 36% of its anticipated 2002 volume at 
market prices prevailing on the date of the purchase. 


C. Contingencies 

In the normal course of its operations, the Company becomes involved in 
various legal actions, including claims relating to injuries and damage to 
property. The Company maintains provisions for such items which it con- 
siders to be adequate. While the final outcome with respect to actions 
outstanding or pending as at December 31, 2000 cannot be predicted 
with certainty, it is the opinion of management that their resolution will 
not have a material adverse effect on the Company's financial position 
or results of operations. 


D. Environmental matters 

The Company's operations are subject to federal, provincial, state, munic- 
ipal and local regulations under environmental laws and regulations 
concerning, among other things, emissions into the air: discharges into 
waters; the generation, handling, storage, transportation, treatment and 
disposal of waste, hazardous substances, and other materials; decommis- 
sioning of underground and aboveground storage tanks; and soil and 
groundwater contamination. A risk of environmental liability is inherent 
in the railroad and related transportation operations; real estate owner- 
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ship, operation or control; and other commercial activities of the 
Company with respect to both current and past operations. As a result, 
the Company incurs significant compliance and capital costs, on an 
ongoing basis, associated with environmental regulatory compliance and 
clean-up requirements in its railroad operations and relating to its past 
and present ownership, operation or control of real property. 

While the Company believes that it has identified the costs likely to 
be incurred in the next several years, based on known information, for 
environmental matters, the Company's ongoing efforts to identify poten- 
tial environmental concerns that may be associated with its properties 
may lead to future environmental investigations, which may result in the 
identification of additional environmental costs and liabilities. The mag- 
nitude of such additional liabilities and the costs of complying with envi- 
ronmental laws and containing or remediating contamination cannot be 
reasonably estimated due to: 


(i) the lack of specific technical information available with respect to | 
many sites; 


(ii) the absence of any government authority, third-party orders, or 
claims with respect to particular sites; 


(iii) the potential for new or changed laws and regulations and for 
development of new remediation technologies and uncertainty 
regarding the timing of the work with respect to particular sites; 


(iv) the ability to recover costs from any third parties with respect to 
particular sites; and 


therefore, the likelihood of any such costs being incurred or whether 
such costs would be material to the Company cannot be determined at 
this time. There can thus be no assurance that material liabilities or costs 
related to environmental matters will not be incurred in the future or 
that the Company's liquidity will not be adversely impacted by such envi- 
ronmental liabilities or costs. Although the effect on operating results 
and liquidity cannot be reasonably estimated, management believes, 
based on current information, that environmental matters will not have a 
material adverse effect on the Company's financial condition or competi- 
tive position. Costs related to any future remediation will be accrued in 
the year in which they become known. 

As at December 31, 2000, the Company had aggregate accruals for 
environmental costs of $85 million ($96 million as at December 31, 
1999). During 2000, $11 million was applied to the provision for environ- 
mental costs compared to $16 million in 1999 and $11 million in 1998. 
In addition, related environmental capital expenditures were $20 million 
in 2000, $11 million in 1999 and $13 million in 1998. The Company also 
expects to incur capital expenditures relating to environmental matters 
of approximately $30 million in each of 2001, 2002 and 2003. The 
Company has not included any reduction in costs for anticipated recov- 
ery from insurance. 


U.S. GAAP 


E. Labor negotiations 

Approximately 80% of the Company's workforce is comprised of union- 
ized employees. As of February 2001, approximately 70% of these 
employees either have bargaining agreements that have expired or are 
covered by a bargaining agreement that will expire in 2001. 


22 Financial instruments 


A. Risk management 

The Company has limited involvement with derivative financial instru- 
ments in the management of its fuel, interest rate and foreign currency 
exposures, and does not use them for trading purposes. 


(i) Credit risk 

The Company is exposed to credit risk in the event of non-performance 
by counterparties to its derivative financial instruments but does not 
expect such non-performance as counterparties are of high credit quality. 
Collateral or other security to support financial instruments subject to 
credit risk is usually not obtained; however, the credit standing of coun- 
terparties is regularly monitored. The total risk associated with the 
Company's counterparties was immaterial at December 31, 2000. The 
Company believes there are no significant concentrations of credit risk. 


(ii) Interest rates 

In 2000, the Company entered into interest rate swap transactions for a 

total notional amount of $150 million and U.S.$50 million (Cdn$75 mil- 

lion) resulting in effectively converting some fixed interest rate debt into 
floating interest rate debt. As at December 31, 2000, there was no mate- 
rial change in the fair value of the swaps. 


(iii) Foreign currency 

Although the Company conducts its business and receives revenues pri- 
marily in Canadian dollars, a portion of its revenues, expenses, assets 
and debt are denominated in U.S. dollars. Thus, the Company's results are 
affected by fluctuations in the exchange rate between these currencies. 
Changes in the exchange rate between the Canadian dollar and other 
currencies (including the U.S. dollar) make the goods transported by the 
Company more or less competitive in the world marketplace and thereby 
affect the Company's revenues. 
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22 Financial instruments (continued) 


The Company has designated all of its U.S. dollar denominated 
long-term debt as a foreign exchange hedge of its net investment in IC. 
Effective October 1, 2000, the Company's foreign exchange hedge of its 
net investments in foreign operations has been extended to include all 
U.S. subsidiaries. As a result, from the dates of designation, unrealized 
foreign exchange gains and losses on the translation of the Company's 
U.S. dollar denominated debt are recorded in Other comprehensive 
income. 


(iv) Fuel 

The Company has a hedging program in place to mitigate the effects of 
fuel price changes on its operating margins and overall profitability. 
Various swaps and collar agreements are in place to mitigate the risk of 
fuel price volatility. To further reduce the earnings volatility resulting 
from variations in the price of fuel, the Company has adopted a system- 
atic approach to its hedging activities which calls for regularly entering 
into positions to cover a target percentage of future fuel consumption up 
to two years in advance. 

The realized gains at December 31, 2000 and 1999 were $49 million 
and $5 million, respectively. Hedging positions and credit ratings of 
counterparties are monitored and losses due to counterparty non-perfor- 
mance are not anticipated. At December 31, 2000, the Company has 
hedged approximately 33% of the estimated 2001 fuel consumption and 
23% of the estimated 2002 fuel consumption. This represented approxi- 
mately 200 million U.S. gallons at an average price of U.S.$0.6343 per U.S. 
gallon. Unrecognized gains or losses from the Company's fuel hedging 
activities were $17 million loss and $9 million gain as at December 31, 
2000 and 1999, respectively. 


B. Fair value of financial instruments 

Generally accepted accounting principles define the fair value of a finan- 
cial instrument as the amount at which the instrument could be 
exchanged in a current transaction between willing parties. The Company 
uses the following methods and assumptions to estimate the fair value 
of each class of financial instruments for which the carrying amounts are 
included in the Consolidated Balance Sheet under the following indi- 
cated captions: 


(i) Cash and cash equivalents, Accounts receivable, Accounts payable 
and accrued charges, and Other current liabilities: 

The carrying amounts approximate fair value because of the short matu- 
rity of these instruments. 
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(ii) Other assets and deferred charges: 

Investments: The Company has various debt and equity investments for 
which the carrying value approximates the fair value, with the exception 
of an investment for which the fair value was estimated based on CN's 
proportionate share of its accumulated earnings. 


(iii) Long-term debt: 

The fair value of the Company's long-term debt is estimated based on 
the quoted market prices for the same or similar debt instruments, as 
well as discounted cash flows using current interest rates for debt with 
similar terms, company rating, and remaining maturity. 


(iv) Convertible preferred securities: 
The fair value of the Company's convertible preferred securities is esti- 
mated based on the quoted market price. 


The following table presents the carrying amounts and estimated 
fair values of the Company's financial instruments as at December 31, 
2000 and 1999 for which the carrying values are not disclosed on the 
Consolidated Balance Sheet or for which the carrying amounts are 
different from the fair values: 


In millions December 31, 2000 December 31, 1999 
Carrying Fair Carrying Fair 
amount value amount value 
Financial assets 
InveStmenitSisrascasaceet acne ssceaee $ 269 $ 315 Sere $: 42 
Financial liabilities 
Long-term debt 
(including current portion)......... $4,320 $4,191 $4,219 $4,092 
Convertible preferred securities....... $ 345 Sa315 $ 334 $ 281 


23 Other comprehensive income (loss) 


A. Components of Other comprehensive income (loss) and the related 
tax effects are as follows: 


In millions Year ended December 31, 2000 
Before Income tax Net of 
tax (expense) tax 
amount recovery amount 
Unrealized foreign exchange gain (loss) on 
translation of U.S. dollar denominated 
long-term debt designated as a hedge 
of the net investment in U.S. subsidiaries.......... $ (91) $ 34 $ (57) 
Unrealized foreign exchange gain (loss) 
on translation of the net investment 
In USZSUbSIOlanleSava creas ahaa el eee 191 (71) 120 
Unrealized holding gain on investment in 
360networks Inc. (Note 7) ........ cece cece ce ceeees 129 (35) 94 
Other comprehensive income (loss) ............+.00+. $229 $(72) $157 
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In millions Year ended December 31, 1999 


In millions Year ended December 31, 1998 


Before Income tax Net of Before Income tax Net of 
tax (expense) tax tax (expense) tax 
amount recovery amount amount recovery amount 
Unrealized foreign exchange gain (loss) on Unrealized foreign exchange gain (loss) on 
translation of U.S. dollar denominated translation of U.S. dollar denominated 
long-term debt designated as a hedge long-term debt designated as a hedge 
ofthe net investment inIG «0. .siscccceerescmesees $ 180 $ (69) $111 of the net investment in IC..............00ceeee ees $(246) $ 102 $(144) 
Unrealized foreign exchange gain (loss) Unrealized foreign exchange gain (loss) 
on translation of the net investment in IC......... (202) 78 (124) on translation of the net investment in IC......... 259 (108) 151 
Minimum pension liability adjustment ............... 2 (1) 1 Minimum pension liability adjustment................ (2) 1 (1) 
Other comprehensive income (loss) ...........+..0.+% $ (20) $ 8 $ (12) Other comprehensive income (l0SS).........00+.00e00s $ 11 $ (5) $ 6 
B. Changes in the balances of each classification within Accumulated other comprehensive income (loss) are as follows: 
In millions 
Foreign Minimum Accumulated 
Foreign exchange Holding gain pension other 
exchange net investment 360networks Inc. liability comprehensive 
U.S. $ debt | in U.S. subsidiaries investment adjustment income (loss) 
Baraneeratylanuanva 998 Ween cecnencnwerietee rt wecpmattcbineciarte mace ues see $ - $ - $ - $- $ - 
BOnOURChanG Cantey eet nite tates s.r e ce ieecieamecin Nedea oa stacainetetae (144) 151 - (1) 6 
PalanccrarNecembensily, 1IIStn wemvarssdraiaaeante Nardone re wamioeudaeu cee (144) 151 - (1) 6 
ECHOCIGIIONOG yo rara. seinem ee catianseaa ch urs etauts od Seatogamatacisstsnnscnangs 111 (124) - 1 (12) 
Baldhcerct DeCOmmpelsl 1 LOGO es aston nites teem arin etc acae en oe sainieh Pale tees (33) 27 - - (6) 
UTCSTEDENIOULGRAN CE aerntan test actr vesasmnicce ae ares cheltlewiep wratarenatealng (57) 120 94 - 157 
Bal aiiCera December ote O00 rarnts nx neu conm comnteanint ence caaoR en oes $ (90) $147 $94 $- $151 
24 Illinois Central Railroad Company consolidated The 2000 and 1999 operating expenses include revised estimates 
financial information related to legal, casualty and other expenses that form part of the pur- 
on : : chase accounting adjustments on consolidation. 
The Company has fully and unconditionally guaranteed certain publicly 
issued debt of Illinois Central Railroad Company (ICRR). Consequently, Illinois Central Railroad Company 
the Company has not presented separate financial statements and other | Condensed Consolidated Balance Sheet 
disclosures, other than those ee. below, paca management in millions of USS Decombers1, 2000 1999 
has determined that such information is not material to the holders of 
Assets 
| ebt. 
oe ; x : Me RU: : GUN enttasSetsmenrs were ein nei eibsy waialgee clan \eleidsie omaleGetariats neh $ 98 $ 220 
Summary financial information for ICRR, on its historical cost basis, een Net Ok. hon meg 1,890 1,735 
er et Oe ae anil 6 ee A, Oe Re ee ee $1,988 $1,955 
December 31, 2000 and 1999, is presented below. 
rae : Liabiliti d shareholder’: it 
Illinois Central Railroad Company i es pe Mattes Re 
Cond dc lidated Stat tof! Gurrventallabiliticstan secre ose tee cise ore aa nee aie peas o cteeeea eels ae $ 333 $ 282 
mela ae nL phi shh ee Payablettovattiliate nr. coteiescgasonanecticlnaiy- «aul we nxtysren elem ote 578 578 
In millions of U.S.$ Year ended December 31, 2000 1999 1998. — Long-term Gebty oo n.c- cornceyntesterenn.)+ aeaeteen nosh ann meas semen 409 DitZ 
Deferred income: taxes we ne sauseieer cts et-tatetertarapaaecsle arn caiera ote elt 329 337 
REVENUCS cy as aaakecnus cer EERE Nate Sass $685 $662 $645 ak 
eet 561 519 436 Other liabilities:and'reserves\..'0..<.qpermuemamereemec acme as cs - act 202 171 
er ee en ae Shareholders. equity @sacccanaseean co emanations coneteeeeme a ns Sani. 137 75 
OMeratinGiINGOMet nc nernnet ene ncrenasesre) ras awen acetate 124 143 209 ery jf J LS a ee 
Total liabilities and shareholder's equity ..........ccceceeeeeneees $1,988 $1,955 
INLEFESEEXDENSE A cece e cna oho teewens slewiaidsiondsnsrealnetais (64) (48) (28) ed 
COMER INCOMES cer tone teceecer ce ato apatrentiemonseee 37 4 11 
Income before income taxes ...........0seeeseeeee eee ees 97 99 192 
ICOM TAX EXPENSE ee itera. eaten cats vematnlexeigon nan (35) (37) (71) 
NEPINCOMG cya entrees wiaerainesaiic=Onm eRe $ 62 $ 62 $121 
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2 5 Quarterly financial data — unaudited 


In millions, except per share data 


REVENUCS Sit eke cone On a a CREE Oe 
Operatingvincome se. 2.s. nen seek caeenees acre eeee 
NEGLI COMO reise tact Acacs tacn Seer eee rake eens 


Basic earnings per share 
Income before cumulative effect of changes 


INL ACCOUNTING ONCYE-aeereane estes seren eee 
NetinGomerse. & a Siaccosuseeto. enieeen 1 ere 


Diluted earnings per share 
Income before cumulative effect of changes 


INFAGCOUNTING | POliCy Secrets tsanteaee ere ere: 
NOE INCOMES .2n:h.cncclysnei ness ece ins pacer eae ee eee 


26 Comparative figures 


2000 1999 
Fourth Third Second First Fourth Third Second First 
$1,393 $1,330 $1,333 $1,372 $1,387 $1,281 $1,299 $1,269 
$ 441 $ 407 $ 418 $ 382 $ 407 $ 374 $ 391 $ 295 
$ 237 $ 216 $ 230 $ 254 $ 213 $ 199 $ 195 $ 144 
$ 1.24 Sate 2 $ 1.18 $ 1.27 $ 1.05 $ 0.99 $ 1LOH $ 0.72 
$ 1.24 $ 1.12 $ 1.18 $ 1.27 $ 1.05 $ 0.99 $ 1.01 $ 0.75 
$ 1.20 $ 1.09 $ 1.15 $ 1.24 $ 1.03 $ 0.96 $ 1.00 $ 0.72 
$ 1.20 $ 1.09 $ 1.15 $ 1.24 $ 1.03 $ 0.96 $ 1.00 $ 0.74 
$0.175 $0.175 $0.175 $0.175 $ 0.15 $ 0.15 $ 0.15 $ 0.15 


——————— SS 


Certain figures, previously reported for 1999 and 1998, have been reclassi- 
fied to conform with the basis of presentation adopted in the current year. 
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Management's Discussion and Analysis 


Management's discussion and analysis relates to the financial condition and results of operations of Canadian National Railway Company (CN) 
together with its wholly owned subsidiaries, including Grand Trunk Corporation and Illinois Central Corporation (IC). As used herein, the 

word “Company” means, as the context requires, CN and its subsidiaries. CN's common shares are listed on the Toronto and New York stock 
exchanges. Except where otherwise indicated, all financial information reflected herein is expressed in Canadian dollars and determined on 
the basis of Canadian generally accepted accounting principles (Canadian GAAP). 


Financial results 


2000 compared to 1999 

The Company recorded consolidated net income of $772 million ($3.90 
per basic share) for the year ended December 31, 2000 compared to 
$602 million ($3.02 per basic share) for the year ended December 31, 
1999. Diluted earnings per share were $3.81 for the current year com- 
pared to $2.97 in 1999. 

In 2000, the Company recorded a gain of $84 million, $58 million 
after tax ($0.30 per basic share or $0.28 per diluted share) related to the 
exchange of its minority equity investments in certain joint venture com- 
panies for common shares in 360networks Inc. Excluding the effect of 
this item, consolidated net income was $714 million ($3.60 per basic 
share or $3.53 per diluted share) for the year ended December 31, 2000. 


Operating income was $1,385 million for 2000 compared to 
$1,233 million in 1999. This represents an increase of $152 million, or 
12%. The operating ratio in 2000 was 74.6% compared to 76.6% in 1999. 


Revenues 

Revenues for the year ended December 31, 2000 totaled $5,446 million 
compared to $5,261 million in 1999. The increase of $185 million, or 4%, 
was mainly attributable to gains in automotive, intermodal and grain and 
fertilizers. This was partially offset by lower coal revenues. Revenue ton 
miles increased by 4% as compared to 1999 while freight revenue per 
revenue ton mile remained flat. 


Year ended December 31, 2000 1999 2000 1999 2000 1999 
Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 
Petroleum:andichenticalS:qeczcocsnacsstensss Rater aneeet aloe ee eee oa $ 894 $ 878 24,858 24,194 3.60 3.63 
Metalsiandimineralsis:cnstcanmneaen cen ae rsce ae tame nee ake mero are 392 398 9,207 9,271 4.26 4.29 
FOR@S ti PrOdUCtS os trsaac east sents scanconicieice nena nec ei ete nats Seen 1,008 995 28,741 27,500 3.51 3.62 
Ged eres sanz decsaceceat tec Grbrees sits ote Rial caets eet ates ala on aoa 328 402 15,734 18,645 2.08 2.16 
Grain ‘andifertiliZers tenn chas <anceinc-aciuotnc teen atest tonics Gare eR a 1,136 1,066 42,396 38,681 2.68 2.76 
Intermodalls cz. cectinsPkine aah bnian cages ORE ee ee ER eee Ee 919 810 25,456 22,589 3.61 3.59 
AUTOMOLRV Cs stsctiacn aitsreis ante suum eeadsice ie Re eT le Oe eae eee ee 559 483 3,165 2,733 17.66 17.67 
Other itemise. -vosctasiauticins areca o nett seisGen eaten eee ee Cece eee ree 210 229 - - - - 
FO tea sais cislncosd rele ete oo avinsadeen OCR Leee eens Te ee Eee ee $5,446 $5,261 149,557 143,613 3.50 3.50 


a a ET 
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Petroleum and chemicals 

Revenues for the year ended December 31, 2000 increased by $16 mil- 
lion, or 2%, over 1999. Growth for the year was mainly due to increased 
demand for petroleum gas, industrial chemicals and petrochemicals. 
Growth was also driven by increased production from plant expansions 
in the petroleum products segments. Weak market demand for polyvinyl 
chloride (PVC plastics) and related chemicals and sulfur exports to the 
United States partially offset these gains. The revenue per revenue ton 
mile decrease of 1% for the year was mainly due to changes in some 
contract and rate structures. 


Petroleum and chemicals 


Carloads* In thousands 


INS SSSA 3s oS s & 
54% Petroleum and plastics 96 oY 98 99 
46% Chemicals 
“Data prior to 1998 excludes IC 


Metals and minerals 

Revenues for the year ended December 31, 2000 decreased by $6 mil- 
lion, or 2%, as compared to 1999. The decline for the year reflects lower 
finished steel shipments due, in particular, to fewer pipeline projects in 
western Canada and customer production shutdowns in 2000. This is 
partially offset by market share gains in, as well as strength from, both 
the overall steel markets in the first half of 2000 and concentrate mar- 
kets during the year. The revenue per revenue ton mile decrease of 1% 
for the year was mainly due to an increase in the average length of haul. 


Metals and minerals 


Percentage of revenues Carloads* In thousands 


96 97 98 


29% Minerals 
“Data prior to 1998 excludes IC 


Canadian GAAP 


Forest products 

Revenues for 2000 grew by $13 million over 1999, representing a 1% 
increase. Market share gains, as well as solid demand in the paper seg- 
ment, drove growth in the year. Declining lumber shipments due to 
weaker commodity prices and fewer housing starts in the United States 
compared to 1999 partially offset these gains. The revenue per revenue 
ton mile decrease of 3% for the year can be attributed to an increase 

in the average length of haul. Rate pressure as a result of consolidations 
in the forest products industry was also a contributing factor. 


Forest products 


Percentage of revenues 


Carloads* 


In thousands 


28% Paper 96 97 98 
11%. Panels 


33% Lumber 
28% Fibers 
*Data prior to 1998 excludes IC 


Coal 

Revenues for the year ended December 31, 2000 decreased by $74 mil- 
lion, or 18%, from 1999. Continued weak market conditions for 
Canadian export coal resulted in lower shipments from, and closures of, 
certain CN-served coal mines. This was compounded by further rate 
reductions which were tied to coal prices. The revenue per revenue ton 
mile decrease of 4% for the year was mainly due to reduced freight 
rates tied to contracted coal prices. 


Coal 


Percentage of revenues Carloads* 


$2 


In thousands 


88% Coal 96 
12% Petroleum coke 


*Data prior to 1998 excludes IC 


Canadian National Railway Company 69 


Management's Discussion and Analysis 


Grain and fertilizers 

Revenues for 2000 increased by $70 million, or 7%, over 1999. The 
increase for the year was mainly driven by strong Canadian wheat and 
barley exports, as well as U.S. and Canadian oil seed exports. Revenue 
per revenue ton mile decreased by 3% for the year mainly due to a 
decline in grain rates in Canada and a shift to longer haul traffic. 


Grain and fertilizers 


Carloads* 
ENR Sov z % RUE RES 


Percentage of revenues 


29% Food grain 14% Potash 
24% feed grain’ 10% Fertilizers 


23% Oil seeds “Data prior to 1998 excludes IC 


Intermodal 

Revenues in 2000 increased by $109 million, or 13%, in comparison to 
the year ended December 31, 1999. Increased container trade through 
the ports of Vancouver and Halifax and market share gains drove the 
growth in the international segment. The domestic segment benefited 
from strength in the North American economy as well as market share 
gains through enhanced service offerings. The revenue per revenue 
ton mile increase of 1% for the year is mainly due to a shift to higher 
yielding traffic. 


Intermodal 


Percentage of revenues Carloads* in thousands 


eee 


58% Domestic 
42% International 


*Data prior to 1998 excludes IC 
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Automotive 

Revenues for the year ended December 31, 2000 increased by $76 mil- 
lion, or 16%, over 1999. The increase in revenues for the year reflects 
strong North American vehicle sales during the first nine months of 2000 
and market share gains due, in part, to competitors’ service problems. 
The revenue per revenue ton mile for the year remained relatively 
unchanged despite an increase in the average length of haul, due to 
growth of higher yielding traffic. | 


Automotive 


Carloads* 


Percentage of revenues 


In thousands 


a a ~ 
80%. Finished vehicles 96 9 98 
20% Auto parts 

*Daia prior to 1998 excludes IC 


Other items 

Revenues for the year ended December 31, 2000 decreased by $19 mil- 
lion over 1999. The majority of the 8% decrease was attributable to a 
non-recurring branch line subsidy payment from the Canadian 
Transportation Agency (CTA) received in 1999 relating to a claim for 
unprofitable lines. This was partially offset by increased revenues in 
2000 for commuter services. 
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Operating expenses 
Operating expenses amounted to $4,061 million in 2000 compared to 
$4,028 million in 1999. Operating expenses remained relatively flat with 


an increase of $33 million, or less than 1%, due predominantly to signifi- 
cantly higher fuel costs and depreciation, partially offset by reductions in 
all other expense categories. 


Dollars in millions Year ended December 31, 2000 1999 
% of % of 
Amount revenue Amount revenue 
AB OMmAM OR TINGE DENE lit Swiacen shee mayisneee ns cmeateets yet saeldemslatieiaiuiseninmisal duieh ook scnenwa na ciate aera met olng $1,684 30.9% $1,711 32.5% 
LINCHASECESENVICOSte meen taer en rinse ticrane ara cto oie tetova wreteietane cistatsstayaisrassfa niacin aueatslnian ote oalagies vida sieterac ace 595 10.9% 591 11.2% 
DgaecAlion eine) GIMCMPAMTON oadoutioen cagaac cogesceanpesoctuun tos bonoaounnnsonanon osBn odansnsapedeamsone mie 412 7.6% 400 7.6% 
Titel) a ciacradarelnatels o SCE SAE SOE MEE Sot BSH oer con BSa DOIREIS ESS nL RRS In HN a GIninh Sis ini atin 2c eRe earn EE 450 8.3% 309 5.9% 
“ELT OR GILES ono nae sadtederanen eau aGeous6 Oana bape eotnesia sd pdatohte sc nah ta.70 ne Son nu naCeecee nn saSrececans 291 5.4% 335 6.4% 
IWASIREULEN tne dd cei ih ent SARA yn a I ee Uae gdh eR Gr i Ca ee an oe 263 4.8% 260 5.0% 
Ol GWG) 1ENGS v dtoee penee as: aa snoode enn dono so sade. conndegcdad cbarcradoroada) Hild ouSu poe npRortm onde occ. ronan 158 2.9% 173 3.3% 
(Gaaneltiy S7GIGINEY se sancnanpaco ne coEsAr bor coane phe ecbapy SaDoe pAteAd 0unur. Gone onabe donc omesenniguch ot Guo aposnerce 208 3.8% 249 4.7% 
OEY » ocondetion eae merah nen teoe etn eA HOn BGA DEEL T ROP CEE 57 SU GEIR GTRSE CRU CU CR CRRI err a Ren CR ROEM pncrr orice $4,061 74.6% $4,028 76.6% 


Labor and fringe benefits: Labor and fringe benefit expenses in 2000 
decreased by $27 million, or 2%, as compared to 1999. The decrease 
was mainly attributable to the Company's reduced workforce and lower 
pension related expenses, partially offset by wage increases in 2000. 


Purchased services: Costs of purchased services increased by $4 million, 
or 1%, in 2000 as compared to 1999. The increase was mainly due 

to higher consulting and professional fees related to the terminated 
CN-Burlington Northern Santa Fe (BNSF) combination. This was partially 
offset by a new directional running agreement and higher recoveries 
from joint facilities. 


Depreciation and amortization: Depreciation and amortization expense in 
2000 increased by $12 million, or 3%, as compared to 1999. The increase 
was due to the impact of net capital additions and the acquisition, at the 
end of 1999, of certain equipment formerly under operating leases. 


Fuel: Fuel expense in 2000 increased by $141 million, or 46%, as com- 
pared to 1999. This was largely due to a 43% increase in the average fuel 
price (net of the Company's fuel hedging program) as well as an increase 
in traffic volumes. An improvement in fuel efficiency partially offset the 
higher fuel costs. 


Equipment rents: These expenses decreased by $44 million, or 13%, 

in 2000 as compared to 1999. The decrease was mainly attributable to 
continuing improvements in asset utilization as a result of the Company's 
service plan and the acquisition of certain equipment formerly under 
operating leases. This was partially offset by higher volumes and more 
foreign cars on-line. 


Canadian GAAP 


Material: Material costs in 2000 remained relatively unchanged from the 
1999 level with only a 1% increase. 


Operating taxes: Operating taxes decreased by $15 million, or 9%, in 
2000, mainly as a result of lower municipal property taxes and a refund 
of prior years’ sales tax. This was partially offset by higher diesel fuel 
taxes resulting from increased volumes. 


Casualty and other: These expenses decreased by $41 million, or 16%, in 
2000 as compared to 1999. Lower expenses for environmental matters, 
damaged equipment as well as various one-time recoveries largely drove 
the decrease. This was partially offset by higher casualty and legal costs 
and bad debt expense. 


Other 
Interest expense: Interest expense of $295 million for the year ended 
December 31, 2000 remained relatively unchanged from the 1999 level. 


Other income: In 2000, the Company recorded other income of $124 mil- 
lion compared to $46 million in 1999. This increase was mainly due to 
the Company's gain on the exchange of its minority equity investments 
in certain joint venture companies for shares of 360networks Inc. 


Income tax expense: The Company recorded an income tax expense for 
the current year of $442 million compared to $369 million in 1999. The 
effective income tax rate was 36.4% for 2000 and 38.0% in 1999. The 
reduced effective tax rate in 2000 reflects lower overall income taxes 
applicable to CN and its subsidiaries’ operations in certain jurisdictions. 
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1999 compared to 1998 

Where applicable and for comparative purposes only, management's 
discussion and analysis of the financial results when comparing 1999 
to 1998 has also been provided using 1998 pro forma figures as 
presented in Note 4 to the 1999 consolidated financial statements. 
As used herein, 1998 pro forma refers to the consolidation of the 
results of operations of IC, assuming the acquisition and control of 
IC occurred on January 1, 1998. 

The Company recorded consolidated net income of $602 million 
($3.02 per basic share) for the year ended December 31, 1999 compared 
to $109 million ($0.60 per basic share), or $132 million ($0.69 per basic 
share) on a pro forma basis, for the year ended December 31, 1998. 
Diluted earnings per share were $2.97 in 1999 compared to $0.59 
($0.68 pro forma) in 1998. 

In 1998, the Company recorded a special charge of $590 million, 
$345 million after tax ($1.88 per basic share, $1.80 per basic share pro 
forma or $1.87 per diluted share, $1.79 per diluted share pro forma), for 
workforce reductions. Excluding the effect of this item, consolidated net 
income was $454 million ($2.48 per basic share or $2.46 per diluted 
share), or $477 million ($2.49 per basic share or $2.47 per diluted share) 
on a pro forma basis, for the year ended December 31, 1998. 


Operating income was $1,233 million for 1999 compared to $247 mil- 
lion ($480 million pro forma) in 1998. When compared to 1998 operating 
income of $837 million ($1,070 million pro forma), excluding the special 
charge, 1999 operating income increased by $396 million, or 47% 

($163 million, or 15% pro forma). The operating ratio in 1999 was 
76.6% compared to 79.6% (79.3% pro forma) in 1998, excluding the 
special charge. 


Revenues 

Revenues for the year ended December 31, 1999 totaled $5,261 million 
as compared to $4,101 million in 1998, an increase of $1,160 million, 

or 28%, mainly attributable to the consolidation of IC’s operating results 
in 1999. 

When compared to 1998 pro forma revenues of $5,160 million, 
annual revenues increased by $101 million, or 2%. The increase was 
mainly due to higher revenues in automotive, petroleum and chemicals, 
and intermodal, partially offset by coal. Revenue ton miles increased by 
4% while freight revenue per revenue ton mile decreased by 2%. 

The 1998 data presented in the following table is on a pro forma 
basis. For comparative purposes only, variances relating to the individ- 
ual business units are discussed and analyzed solely using the 1998 
pro forma figures. . 


Year ended December 31, 1999 1998 1999 1998 1999 1998 
Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 
Petroleuntvandl: cherticalS int func Maesoassecint waren era meee teeter $ 878 $ 851 24,194 22,100 3.63 3.85 
Metals and mineralss. cnensess acs tagucyanice anette Ree Tere cer ER aC ete 398 408 O27 9,970 4.29 4.09 
FOFEStPrOGUCES zai Sia clastsaetgees cages setae tele ciate sae EE mec Tae 995 979 27,500 26,220 3.62 3.73 
CO al sie tvs Spsaase totter Azavcrs vdeo wae ose eee REE SEO MRP 402 474 18,645 19,907 2.16 2.38 
Grainrand fertilizers:ss a sncta strats see segereye ceca te ae ater ERR Pee 1,066 1,068 38,681 37,904 2.76 2.82 
Intermodal sss. asctosap (danse ioeiepattcta sch ara cre Re eects Re aye ER ae 810 790 22,589 20,353 3.59 3.88 
AUTOMOUIVE nc tii. jieciatadirene noth tac eae RRS ne dar ean RRR ee EEE 483 382 2,733 2,215 17.67 Age25, 
Otheriite ms x. tagdssaecaew edule smecien Sele Geos ee EE ae ae 229 208 - = = = 
FOtal cs sieht eieclevawia dt orun see alee oOo OARS TORRE eek ETE ee ee ee $5,261 $5, 160 143,613 138,669 3.50 3.57 
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Petroleum and chemicals 

Revenues for the year ended December 31, 1999 increased by $27 mil- 
lion, or 3%, over 1998. Growth stemmed from favorable market condi- 
tions for sulfur, plastics and plastics derivatives, particularly in Canada, 
and strong demand for liquefied petroleum gas. The improvement was 
partially offset by increased short-line payments related to the Company's 
network rationalization program. An increased average length of haul 
contributed to a 6% decrease in revenue per revenue ton mile. 


Metals and minerals 

Revenues for the year ended December 31, 1999 decreased by $10 million 
as compared to 1998. The 2% decrease was driven by weak steel ship- 
ments resulting from strong offshore steel imports in the United States 
and Canada in the earlier part of the year. This was partially offset by the 
growth in construction materials traffic, in line with stronger construction 
activity, and stronger non-ferrous metals traffic in Canada. An increase 

in revenue per revenue ton mile of 5% is related to a decrease in the 
average length of haul. 


Forest products 

Revenues for 1999 increased by $16 million, or 2%, over 1998. The 
positive 1999 performance reflected growth in lumber and panels traffic 
in line with Canadian and U.S. construction markets, gradual recovery 

in international woodpulp markets, as well as a strike at a major paper 
producing customer in 1998. Increased short-line payments related to 
the Company's network rationalization program partially offset the 1999 
improvements. A shift to longer haul traffic contributed to the decrease 
in revenue per revenue ton mile of 3%. 


Coal 

Revenues for the year ended December 31, 1999 decreased by $72 mil- 
lion, or 15%, from 1998. The decrease in 1999 was due to weak Canadian 
coal exports as a result of reduced Asian steel production and contract 
coal price reductions. The revenue per revenue ton mile decrease of 

9% was mainly attributable to reduced freight rates tied to coal prices. 
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Grain and fertilizers 

Revenues remained essentially flat during 1999. The $2 million decrease 
reflects the reduction in canola oil and seed shipments consistent with 
market conditions and lower Canadian wheat exports in the earlier 

part of 1999, as well as increased short-line payments related to the 
Company's network rationalization program. These were offset by the 
increase in U.S. exports of corn through the Gulf of Mexico and of potash 
shipments tied to significant Canadian potash export growth in the 
fourth quarter of 1999. The decline in revenue per revenue ton mile of 
2% mainly results from the decrease in regulated Canadian grain rates 
of 1.2% in August 1998. 


Intermodal 

Revenues in 1999 increased by $20 million, or 3%, as compared to the 
year ended December 31, 1998. The increase was mainly due to strength 
in the international segment in line with growing container trade and 
new traffic obtained through the Port of Vancouver. The domestic seg- 
ment also contributed to this growth driven by the impact of the strong 
U.S. economy, partially offset by weakness in the Canadian domestic 
market to the west. Strong competition and a shift in traffic patterns for 
both the international and domestic segments resulted in a revenue per 
revenue ton mile decrease of 7%. 


Automotive 

Revenues for the year ended December 31, 1999 increased $101 million 
over 1998. The 26% increase in revenues is consistent with strong vehi- 
cle sales in both Canada and the United States and double-digit growth 
in Canadian motor vehicle exports, and reflects the impact of a strike 

at a major automotive manufacturer in 1998. The revenue per revenue 
ton mile increase of 2% is mainly due to a shift in traffic patterns and to 
the weakness of the Canadian dollar in the earlier part of 1999. 


Other items 

Revenues for the year ended December 31, 1999 increased by $21 mil- 
lion, or 10%, over 1998. The majority of the increase was attributable to 
the final branch line subsidy payment of $21 million related to the 1996 
claim for unprofitable lines. 
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Operating expenses 
Total operating expenses amounted to $4,028 million in 1999 compared 
to $3,854 million in 1998. When compared to 1998 operating expenses 
of $3,264 million, excluding the special charge for workforce reductions, 
1999 operating expenses increased by $764 million, or 23%, predomi- 
nantly due to the consolidation of IC's operating expenses in 1999. 

Pro forma operating expenses for the year ended December 31, 1998 
were $4,680 million. When compared to 1998 pro forma operating 


expenses of $4,090 million, excluding the special charge, 1999 operating 
expenses decreased by $62 million, or 2%. The decrease was mainly 
due to lower expenses in labor and fringe benefits, equipment rents and 
operating taxes, partially offset by increased purchased services costs. 
The 1998 operating expense data presented in the following table 
is on a pro forma basis. For comparative purposes only, variances 
relating to the individual operating expense categories are discussed 
and analyzed solely using the 1998 pro forma figures. 


Dollars in millions Year ended December 31, 1999 1998 

% of % of 
Amount revenue Amount revenue 
Laborvand'fringeibemefits cesta: tae aac tane se a aaa enna eee ne Cenc ler ae eae eee nec eee eee $1,711 32.5% $1,790 34.7% 
Purchased Services's. a: sitrusatqarasceuacacinns ander eee ce mer aee Ce MERC Mee CRETE UTE ee eee 591 11.2% 531 10.3% 
Deprectationrand-amortizationtt mewaaasccpammener enlace Rare eeCR Ee ee eee EERE EERE on tTne ene Creates 400 7.6% 391 7.6% 
BUG ar carcac eae bisees oes wee seater oleh ath ce tats Cree IE OE Dr ar TET oer ECR ER re 309 5.9% 318 6.2% 
Equipmenithgemts’ cota siya cain vets sttaaysmeeetile a ete Wale eter eet ne are eo eR wet Aare Re 335 6.4% 363 7.0% 
Material! oF jscasiceit anc ealeelte sls classe Sine aise eele oe ORE eG EN ORI tree REGGE. Let nea nape re 260 5.0% 267 5.2% 
Operating taxes wessaskay nates anc aaeeert al Seashore cistetaa ee mh sere eee a reiene ema an Rear Sat Sorat oian 173 3.3% 201 3.9% 
Casualtyandiothehsasass a carat wt naira enti aier. nu ae tact seer tee retrace eee ects ae 249 4.7% 229 4.4% 
4,028 76.6% 4,090 79.3% 

Special charge pcck serrata smutaveeemetl aise ecules rte eae Eee an EPR ee ester aly. Ses ae = 590 

OTC] ESPN O eee ME oe eee ee RO MER eT Cad anp or eht Saad Aue Aotan iD Abee Soon OR obRcaubon oh coe euea had $4,028 $4,680 


Labor and fringe benefits: Labor and fringe benefit expenses in 1999 
decreased by $79 million, or 4%, as compared to 1998. The majority of 
the decrease was attributable to the Company's reduced workforce and 
higher workers’ compensation costs in 1998, partially offset by increased 
1999 salary and benefit costs. 


Purchased services: Costs of purchased services increased by $60 mil- 
lion, or 11%, for 1999 as compared to 1998. The increase was mainly 
due to higher consulting and integration costs, outsourcing fees as well 
as $20 million incurred in the fourth quarter of 1999 for costs related 
to the proposed combination of CN and BNSF. 


Depreciation and amortization: Depreciation and amortization expense 
in 1999 increased by $9 million, or 2%, as compared to 1998, mainly due 
to the impact of capital additions. 


Fuel: An improvement in fuel efficiency as well as a lower average fuel 
price in 1999 (including the effects of the Company's fuel hedging pro- 
gram) produced a decrease in fuel expense of $9 million, or 3%, in 1999. 
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Equipment rents: These expenses decreased by $28 million, or 8%, in 
1999 due to a higher level of car hire income compared to 1998 and to 
a lower level of short-term leases, mainly as a result of improved asset 
utilization from the new service plan. 


Material: Material costs decreased by $7 million, or 3%, in 1999 from 
the 1998 level. The decrease in-1999 was mainly as a result of lower 
running repairs due to a fewer number of locomotives and freight cars 
in service. 


Operating taxes: Operating taxes decreased by $28 million, or 14%, in 
1999, mainly as a result of a decrease in the Alberta statutory diesel 
fuel tax rate, a refund of prior years’ taxes and lower municipal property 
tax rates in certain jurisdictions. 


Casualty and other: These expenses increased by $20 million, or 9%, 
during 1999. The increase was largely driven by the increase in the provi- 
sion for environmental costs in 1999 as well as the one-time recovery 

of costs from a third party in 1998. The increase was partially offset by 
lower costs related to legal claims in 1999. 
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Other 

Interest expense: Interest expense for the year ended December 31, 1999 
was $308 million compared to $244 million in 1998. The 1999 increase 
of $64 million was largely attributable to the consolidation of IC in 1999. 
Compared to 1998 on a pro forma basis, interest expense decreased 

by $25 million, mainly as a result of debt repayments from the proceeds 
of the common shares and convertible preferred securities issuances at 
the end of June 1999. 


Other income: The Company consolidated the results of IC in 1999. In 
1998, the Company applied the equity method of accounting for its 
investment in IC. Equity in the earnings of IC for the year ended 
December 31, 1998 was $86 million. Pro forma figures have been pre- 
sented in Note 4 to the 1999 consolidated financial statements as if the 
Company had consolidated the results of IC on January 1, 1998. 

In 1999, the Company recorded other income of $46 million com- 
pared to other income of $26 million ($32 million pro forma) in 1998, 
excluding the equity in earnings of IC. The increase in 1999 was mainly 
due to first quarter right-of-way revenues of $20 million. 


Income tax expense: The Company recorded an income tax expense of 
$369 million in 1999 compared to income tax expense of $6 million 

($47 million pro forma) in 1998. The effective income tax rate was 38.0% 
for 1999 and 40.6% (38.0% pro forma) in 1998, excluding the equity in 
earnings of IC as well as the effect of the special charge in 1998. 


Liquidity and capital resources 


Operating activities: Cash provided from operations was $1,128 million 
for the year ended December 31, 2000 compared to $962 million for 
1999. Net income, excluding non-cash items, generated cash of $1,327 mil- 
lion in 2000, down from $1,331 million in 1999. A portion of the cash 
generated in 2000 and 1999 was consumed by payments with respect 
to workforce reductions of $189 million and $219 million, respectively. 
As a result of the 2000 payments, the workforce reduction accruals have 
been reduced to $513 million as at December 31, 2000. Cash payments 
with respect to these workforce reduction accruals are expected to be 
approximately $137 million in 2001. 


Investing activities: Cash used by investing activities in 2000 amounted 
to $586 million compared to $557 million in 1999. Net capital expen- 
ditures amounted to $607 million for the year ended December 31, 2000, 
a decrease of $22 million over 1999. Capital expenditures included 
roadway renewal, rolling stock and other capacity and productivity 
improvements. 
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The Company anticipates that capital expenditures for 2001 will 
remain at approximately the same level as 2000. This will include funds 
required for ongoing renewal of the basic plant and other acquisitions 
and investments required to improve the Company's operating efficiency 
and customer service. 

As at December 31, 2000, the Company had commitments to acquire 
freight cars at an aggregate cost of $13 million, rail at a cost of $28 mil- 
lion and railroad ties at a cost of $25 million. 


Dividends: During 2000, the Company paid dividends totaling $149 mil- 
lion to its shareholders at the rate of $0.175 per share per quarter on the 
common shares and 5.25% per year on the convertible preferred securities. 


Financing activities: Cash used by financing activities totaled $681 mil- 
lion for the year ended December 31, 2000 compared to $288 million in 
1999. The Company used $529 million in 2000 to repurchase common 
shares as part of the share repurchase program. During 2000, the Company 
recorded $149 million in capital lease obligations ($235 million in 1999) 
for capital leases related to new equipment and the exercise of purchase 
options on existing equipment. 


Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and Wisconsin Central Transportation Corporation (WC) entered 
into a merger agreement (the Merger), providing for the acquisition of 
WC by the Company for a purchase price of approximately $1,200 million 
(U.S.$800 million or U.S.$17.15 per share) payable in cash. The acquisi- 
tion will be initially financed by debt and cash on hand. 

The Merger is subject to, among other things, approval by the share- 
holders of WC. WC shareholders are expected to vote on the proposed 
Merger during the first half of 2001. 

In accordance with the terms of the Merger, the Company's obligation 
to consummate the Merger is subject to the Company having obtained 
from the U.S. Surface Transportation Board (STB) a final, unappealable 
decision that approves the Merger or exempts it from regulation and 
does not impose on the parties conditions that would significantly 
and adversely affect the anticipated economic benefits of the Merger 
to the Company. 

If the acquisition is completed, the Company will account for the 
acquisition of WC using the purchase method of accounting in accordance 
with the requirements of Section 1580, “Business combinations,” of the 
Handbook of the Canadian Institute of Chartered Accountants. Under 
this method, the Company will prepare its financial statements reflecting 
the allocation of the purchase price to acquire the WC shares based 
on the relative fair values of the assets and liabilities of WC. The results 
of operations of the Company will reflect the effects of the acquisition 
following the consummation of the Merger. 
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Investment in 360networks Inc. 


In March 2000, the Company exchanged its minority equity investments 
in certain joint venture companies for 11.4 million shares of 36O0networks 
Inc., a company which offers broadband network services for telecom- 
munication companies, information service providers, application service 
providers and data-centric enterprises. The Company recorded the 
shares received at their then estimated fair value resulting in a gain of 
$84 million, $58 million after tax ($0.30 per basic share or $0.28 per 
diluted share). 

On April 20, 2000, 360networks Inc. completed an initial public 
offering (IPO). According to the terms of an agreement with 360networks 
Inc. and securities regulations, it is not anticipated that the Company 
will sell its shares in 360networks Inc. within 12 months of the IPO. 

Following the IPO, the investment in 360networks Inc. is accounted 
for using the cost method. As at December 31, 2000, the market value of 
the Company's investment was $216 million. 

Under separate right-of-way sale agreements, the Company receives 
revenues and fiber-optic strands for its own rail purposes. Once con- 
struction of the network is completed, the Company will have an unin- 
terrupted North American fiber-optic-based communications network on 
its rights-of-way between Vancouver, Halifax and New Orleans. 


Share repurchase programs 


In 2000, the Board of Directors of the Company approved a share repur- 
chase program which allowed for the repurchase of up to 13 million 
common shares of the Company's common stock pursuant to a normal 
course issuer bid, at prevailing market prices. During 2000, $529 million 
was used to repurchase 13 million common shares at an average price 
of $40.70 per share. 

On January 23, 2001, the Board of Directors of the Company approved 
a share repurchase program which allows for the repurchase of up to 
10 million common shares of the Company's common stock between 
January 31, 2001 and January 30, 2002 pursuant to a normal course 
issuer bid, at prevailing market prices. 
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Certain information included in this report may be “forward-looking 
statements” within the meaning of the United States Private Securities 
Litigation Reform Act of 1995. Such forward-looking statements are not 
guarantees of future performance and involve known and unknown risks, 
uncertainties and other factors which may cause the outlook, the actual 
results or performance of the Company or the rail industry to be materi- 
ally different from any future results or performance implied by such 
statements. Such factors include the factors set forth below as well as 
other risks detailed from time to time in reports filed by the Company 
with securities regulators in Canada and the United States. 


Competition 

The Company faces significant competition from a variety of carriers, 
including Canadian Pacific Railway Company (CP) which operates the 
other major rail system in Canada, serving most of the same industrial 
and population centers as CN, long distance trucking companies and, in 
certain markets, major U.S. railroads and other Canadian and U.S. rail- 
roads. Competition is generally based on the quality and reliability of 
service provided, price and the condition and suitability of carriers’ 
equipment. Competition is particularly intense in eastern Canada where 
an extensive highway network and population centers located relatively 
close to one another have encouraged significant competition from 
trucking companies and rail network over-capacity. In addition, much of 
the freight carried by the Company consists of commodity goods that 
are available from other sources in competitive markets. Factors affecting 
the competitive position of suppliers of these commodities, including 
exchange rates, could materially adversely affect the demand for goods 
supplied by the sources served by the Company and, therefore, the 
Company's volumes, revenues and profit margins. 

To a greater degree than other rail carriers, the Company's sub- 
sidiary, Illinois Central Railroad (ICRR), is vulnerable to barge competition 
because its main routes are parallel to the Mississippi River system. The 
use of barges for some commodities, particularly coal and grain, often 
represents a lower cost mode of transportation. Barge competition and 
barge rates are affected by navigational interruptions from ice, floods 
and droughts which can cause widely fluctuating barge rates. The ability 
of ICRR to maintain its market share of the available freight has tradi- 
tionally been affected by the navigational conditions on the river. As a 
result, the revenue per revenue ton mile of ICRR has generally been 
lower than industry averages for these commodities. 
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In recent years, there has been significant consolidation of rail 
systems in the United States. The resulting larger rail systems are able to 
offer seamless services in larger market areas and effectively compete 
with the Company in certain markets. There can be no assurance that the 
Company will be able to compete effectively against current and future 
competitors in the railroad industry and that further consolidation within 
the railroad industry would not adversely affect the Company's com- 
petitive position. No assurance can be given that competitive pressures 
will not lead to reduced revenues, profit margins or both. 


Environment 

The Company's operations are subject to federal, provincial, state, munic- 
ipal and local regulations under environmental laws and regulations 
concerning, among other things, emissions into the air; discharges into 
waters; the generation, handling, storage, transportation, treatment and 
disposal of waste, hazardous substances and other materials; decommis- 
sioning of underground and aboveground storage tanks; and soil and 
groundwater contamination. A risk of environmental liability is inherent 
in the railroad and related transportation operations; real estate owner- 
ship, operation or control; and other commercial activities of the 
Company with respect to both current and past operations. As a result, 
the Company incurs significant compliance and capital costs, on an 
ongoing basis, associated with environmental regulatory compliance and 
clean-up requirements in its railway operations and relating to its past 
and present ownership, operation or control of real property. 

While the Company believes that it has identified the costs likely to 
be incurred in the next several years for environmental matters, its 
ongoing efforts to identify potential environmental concerns that may be 
associated with its properties may lead to future environmental investi- 
gations, which may result in the identification of additional environmental 
costs and liabilities. 

In the operation of a railroad, it is possible that derailments, explo- 
sions or other accidents may occur that could cause harm to human 
health or to the environment. As a result, the Company may incur costs 
in the future, which may be material, to address any such harm, includ- 
ing costs relating to the performance of clean-ups, natural resource 
damages and compensatory or punitive damages relating to harm to 
individuals or property. 
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Because the ultimate cost of known contaminated sites cannot be 
definitely established, and because additional contaminated sites yet 
unknown may be discovered or future operations may result in accidental 
releases, no assurance can be given that the Company will not incur 
material environmental liabilities in the future. 

As at December 31, 2000, the Company had aggregate accruals for 
environmental costs of $85 million ($96 million at December 31, 1999). 
The Company has not included any reduction in costs for anticipated 
recovery from insurance. 


Legal actions 

In the normal course of its operations, the Company becomes involved 
in various legal actions, including claims relating to injuries and damage 
to property. The Company maintains provisions for such items which it 
considers to be adequate. While the final outcome with respect to 
actions outstanding or pending as at December 31, 2000 cannot be 
predicted with certainty, it is the opinion of management that their 
resolution will not have a material adverse effect on the Company's 
financial position or results of operations. 


Labor negotiations 

Labor agreements with all Canadian unions expired on December 31, 
2000. In January 2001, CN achieved ratified settlements with two of the 
labor organizations representing 3,500 of CN’s approximately 14,300 
Canadian unionized employees: the Brotherhood of Maintenance of Way 
Employees (BMWE) and the Canadian National Railway Police 
Association. These agreements are for a three-year period effective until 
December 31, 2003. 

The Company has had several negotiating sessions with the remain- 
ing unions and negotiations are ongoing. Settlements, pending ratifica- 
tion, have been reached with the Canadian Auto Workers (CAW) 
(approximately 5,000 employees) and the International Brotherhood of 
Electrical Workers (approximately 700 employees). The Company is cur- 
rently in negotiations with the Canadian Council Railway of Operating 
Unions (CCROU) (approximately 4,900 employees) and the Rail Canada 
Traffic Controllers (RCTC) (approximately 250 employees). While the 
Company is currently negotiating to conclude a favorable settlement with 
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the CCROU and the RCTC, there can be no assurance at this time that the 
outcome of these negotiations will not have a material adverse impact on 
the Company's business, financial condition and results of operations. 

The general approach to labor negotiations by U.S. Class 1 railroads 
is to bargain on a collective national basis. For several years now, both 
Grand Trunk Western (GTW) and IC have bargained on a local basis 
rather than holding national, industry wide negotiations. Local negotia- 
tions result in settlements that better address both the employees’ con- 
cerns and preferences and the railways’ actual operating environment. 
There are risks associated with negotiating locally. Presidents and 
Congress have demonstrated that they will step in to avoid national 
strikes, while a local dispute may not generate federal intervention, mak- 
ing an extended work stoppage more likely. CN’s management believes 
the potential mutual benefits of local bargaining outweigh the risks. 

At the end of 2000, the Company had in place current agreements 
with bargaining units representing approximately 90% of the unionized 
work force at IC. On January 1, 2001, collective bargaining agreements, 
covering approximately 40% of unionized employees, opened for negoti- 
ation with the United Transportation Union (UTU) (approximately 800 
employees) and the Brotherhood of Locomotive Engineers (BLE) 
(approximately 450 employees). Negotiations are ongoing. 

At the end of 2000, the Company also had in place current agree- 
ments with bargaining units representing approximately 75% of the 
unionized workforce at GTW and Duluth Winnipeg and Pacific (DWP). 
Contracts for approximately 180 GTW employees and approximately 80 
DWP employees (about 15% in total) opened at the beginning of 2001. 
The Company is in mediation with the Brotherhood of Railway 
Carmen/Transportation Communication International Union (approx- 
imately 200 GTW employees). A mediator has been assigned and negoti- 
ations are ongoing. The Company has a tentative settlement with the 
BMWE (approximately 200 employees), subject to ratification. 

At CCP Holdings, Inc. (CCP), agreements have been achieved with 
the UTU (subject to ratification, approximately 100 employees) and the 
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BLE (approximately 60 employees). The balance of the bargaining units 
(approximately 55%) have ratified agreements in place through to the 
end of 2002. 

Negotiations are ongoing with the bargaining units with which the 
Company has not yet achieved new settlements. Until new agreements 
are reached, the terms and conditions of previous agreements continue 
to apply. The Company does not anticipate work action related to these 
negotiations while they are ongoing. 


Regulation 

The Company's Canadian rail operations are subject to the Canada 
Transportation Act, the Railway Safety Act, the Transportation of 
Dangerous Materials Act and associated regulations and statutes admi- 
nistered by the CTA and the federal Minister of Transportation. The 
Company's U.S. rail operations are subject to regulation by the STB and 
the Federal Railway Administration (FRA). In addition, the Company is 
subject to a variety of health, safety, labor, environmental and other reg- 
ulations, all of which can affect its competitive position and profitability. 

Following completion of its review of the efficiency of the grain 
transportation and handling system and the sharing of efficiency gains 
between shippers and railway companies, the Canadian government 
adopted reform legislation in 2000 which imposed inter alia an 18% 
reduction on revenues which railways can earn in the movement of 
export grain in western Canada. 

The Canada Transportation Act must be reviewed by July 1, 2001 
and the government has appointed a review panel to look at all aspects 
of the Act. An area to be considered will be the question of “competitive 
access" to the CN and CP networks for other rail carriers. CN has put 
a team together to present its position to the review panel. No assurance 
can be given that recent amendments to the Canada Transportation Act 
or any other decision by the Canadian government following its review 
will not materially adversely affect the Company's financial position or 
results of operations. 
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Financial instruments 

Although the Company conducts its business and receives revenues 
primarily in Canadian dollars, a portion of its revenues, expenses, assets 
and debt are denominated in U.S. dollars. Thus, the Company's results are 
affected by fluctuations in the exchange rate between these currencies. 
Changes in the exchange rate between the Canadian dollar and other 
currencies (including the U.S. dollar) make the goods transported by the 
Company more or less competitive in the world marketplace and thereby 
affect the Company's revenues. 

The Company has limited involvement with derivative financial 
instruments and does not use them for trading purposes. Collateral or 
other security to support financial instruments subject to credit risk is 
usually not obtained. However, the credit rating of counterparties is 
regularly monitored. 

The forward exchange contract (currency swap) with respect to the 
15-year Swiss franc bonds that the Company had previously entered 
into matured in August 2000. This forward exchange contract acted as a 
hedge to effectively fix the amount of Canadian dollars required over 
the term of the debt to make all necessary payments in the foreign 
currency of issue. The Company did not incur any significant net gains 
or losses with respect to this transaction. 

In 2000, the Company entered into interest rate swap transactions 
for a total notional amount of $150 million and U.S.$50 million (Cdn$75 
million) resulting in effectively converting some fixed interest rate debt 
into floating interest rate debt. These transactions bring the Company's 
floating rate debt to approximately 13% of the total consolidated 
debt. As at December 31, 2000, there was no material change in the 
value of the swaps. 

The Company has a hedging program in place to mitigate the effects 
of fuel price changes on its operating margins and overall profitability. 
Various swaps and collar agreements are in place to mitigate the risk 
of fuel price volatility. To further reduce the earnings volatility resulting 
from variations in the price of fuel, the Company has adopted a system- 
atic approach to its hedging activities which calls for regularly entering 
into positions to cover a target percentage of future fuel consumption 
up to two years in advance. 
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The realized gains at December 31, 2000 and 1999 were $49 million 
and $5 million, respectively. Hedging positions and credit ratings of 
counterparties are monitored and losses due to counterparty non-perfor- 
mance are not anticipated. At December 31, 2000, the Company hedged 
approximately 33% of the estimated 2001 fuel consumption and 23% 
of the estimated 2002 fuel consumption. This represented approximately 
200 million U.S. gallons at an average price of U.S.$0.6343 per U.S. gallon. 
Unrealized gains or losses from the Company's fuel hedging activities 
were $17 million loss and $9 million gain as at December 31, 2000 and 
1999, respectively. 


Other risks 

In any given year, the Company, like other railroads, is susceptible to 
changes in the economic conditions of the industries and geographic 
areas that produce and consume the freight it transports or the supplies 
it requires to operate. Many of the goods and commodities carried by the 
Company experience cyclicality in demand. However, many of the bulk 
commodities the Company transports move offshore and are impacted 
more by global economic conditions than North American economic 
cycles. The Company's results of operations can be expected to reflect 
this cyclicality because of the significant fixed costs inherent in railroad 
operations. The Company's revenues are affected by prevailing economic 
conditions. Should an economic slowdown or recession occur in North 
America or other key markets, or should major industrial restructuring 
take place, the volume of rail shipments carried by the Company is 
likely to be affected. For example, CN does not expect a recovery in 
Canadian metallurgical coal traffic going forward. Reductions in coal 
prices coupled with reduced volumes as the demand for Asian imports 
continues to fall, along with several mine closures, all significantly 
impact the growth prospects for the Canadian coal business. However, 
Canadian metallurgical coal only represented between 1%-2% of 

the Company's 2000 freight revenues. 

In addition to the inherent risks of the business cycle, the Company 
is occasionally susceptible to severe weather conditions. For example, 
in the first quarter of 1998, a severe ice storm hit eastern Canada 
which disrupted operations and service for the railroad as well as for 
CN customers. 

Generally accepted accounting principles require the use of historical 
cost as the basis of reporting in financial statements. As a result, the 
cumulative effect of inflation, which has significantly increased asset 
replacement costs for capital-intensive companies such as CN, is not 
reflected in operating expenses. Depreciation charges on an inflation- 
adjusted basis, assuming that all operating assets are replaced at 
current price levels, would be substantially greater than historically 
reported amounts. 
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The accompanying consolidated financial statements of Canadian 
National Railway Company and all information in this annual report 
are the responsibility of management and have been approved by 
the Board of Directors. 

The financial statements have been prepared by management in con- 
formity with generally accepted accounting principles in Canada. These 
statements include some amounts that are based on best estimates and 
judgments. Financial information used elsewhere in the annual report is 
consistent with that in the financial statements. 

Management of the Company, in furtherance of the integrity and 
objectivity of data in the financial statements, has developed and main- 
tains a system of internal accounting controls and supports an extensive 
program of internal audits. Management believes that this system of 
internal accounting controls provides reasonable assurance that financial 
records are reliable and form a proper basis for preparation of financial 
statements, and that assets are properly accounted for and safeguarded. 

The Board of Directors carries out its responsibility for the financial 
statements in this report principally through its Audit and Finance 
Committee, consisting solely of outside directors. The Audit and Finance 
Committee reviews the Company's consolidated financial statements 
and annual report and recommends their approval by the Board of 
Directors. Also, the Audit and Finance Committee meets regularly with 
the Chief, Internal Audit, and with the shareholders’ auditors. 

These consolidated financial statements have been audited by 
KPMG LLP, who have been appointed as the sole auditors of the 
Company by the shareholders. 


Oa 
Claude Mongeau 
Executive Vice-President and Chief Financial Officer 


January 29, 2001 


fngk hana 


Serge Pharand 
Vice-President and Corporate Comptroller 


January 29, 2001 
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To the shareholders of Canadian National Railway Company 


We have audited the consolidated balance sheets of Canadian National 
Railway Company as at December 31, 2000 and 1999 and the consoli- 
dated statements of income, changes in shareholders’ equity and cash 
flows for each of the years in the three-year period ended December 31, 
2000. These financial statements are the responsibility of the Company's 
management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally 
accepted auditing standards and United States generally accepted audit- 
ing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluat- 
ing the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, 
in all material respects, the financial position of the Company as at 
December 31, 2000 and 1999, and the results of its operations and its 
cash flows for each of the years in the three-year period ended 
December 31, 2000, in accordance with Canadian generally accepted 
accounting principles. 

On January 23, 2001, we reported separately to the Board of 
Directors of the Company on consolidated financial statements for the 
same period, prepared in accordance with United States generally 
accepted accounting principles. Significant differences between the 
accounting principles applied in the accompanying financial statements 
and those under United States generally accepted accounting principles 
are quantified and explained in Note 23 to the financial statements. 


KPME sLP 


KPMG LLP 
Chartered Accountants 


Montreal, Canada 
January 23, 2001 (January 29, 2001 as to Note 3) 


Canadian GAAP 


Consolidated Statement of Income 


In millions, except per share data Year ended December 31, 2000 1999 1998 
Revenues 
POTLOLEUIMANGNCHEMICAISe vance yah Leer eet Pa tote n arse ices Ree tas ae ME PRE & sistas aeate $ 894 $ 878 $ 578 
WIGLaISeICNNRIN Chal Samana tee ne Rent OnE We on Motes cts orcs et cye pagcunaeee ot einrale 392 398 319 
ESTES MIEN UG I oe RR nO a es eS 1,008 995 817 
(CHOP hs eck et then Bao CD REL TCTI Ge NG Erte In i ee eR 328 402 342 
Grammpananencuizersmeeeancma cert iee permet ram crime ner reece maniced watcher memati, Giains 1,136 1,066 798 
HALEN OCG MRR ea te te ereae andere tun ees Mato ee saree ies Damen samnak sistem eoumen ae soar 919 810 712 
NUROITE CTE: 0.3 3 oeS SS ROOD ROR TORT DR ts oCcO REI OT PRS ain A RIC Aa np ad 559 483 377 
OUNE? HGTNS 20 2.0e-n Sade area BAe re AGREE DESC eT Ger Min Di ae icinrtty CGA oie oer a rk een eee 210 229 158 
OLAMEVENUCS MMMM CCRT RTE crcl Soc aan ectdnnc cic netinesicce ene area alithonnmatiiioncid cumwaeomresabinaneumeren 5,446 5,261 4,101 
Operating expenses 
PHRMA IMOE DENIS: cole as on fee c ter Rannncical wists hacia tale tiwok sneer wad nie vinsested tain esa ed lemayialen <a 1,684 Pan 1,457 
BUNGIASCORSCHVICES ach aeatencs Aken crslnae Anan cic: Ya UON Do HERR COED aoneae ODE. On oorierio te etne 595 591 466 
Depreciatonpancramontiza onenctes vac se te atatn con mimtinrciee oe cinielerek Meena bier oseielee selena afeiaysie)s 412 400 210 
EEGs | PRR NCE SERS iY FRE NS craimyeh RM CAL RE Au tstorahyailiorals a Ao aieteg SA Maine Tis Salda Sani eNO 450 309 269 
‘26 (UTNE GTB ic odasboasontasucarmacce canes ene eeR an Sones aeesas coe A ck an Denton aces apace rac i anrcne 291 335 300 
[METI TETL nserociedlc Sache SPR Ieee rio ariel CR OOSO om ER tichtin. roa Hier Tan AGRO noe aT oye acre ener 263 260 224 
OMG ATMO MtAXG Sie epee ore owes rear ssaselcty erevederel te cbote eleven etnyem es erarsis atoacleretencte die ecuielnas oleic tere asn Once eau tients 158 173 172 
WeaSeEe EAI C Ue 0ern  S trv cae a ciety tas te teeta eee toe een siege Tae eNe tne dleesu hme coed haben 208 249 166 
CCM OO OTOL) D) ax fatacistate acinar Wy ass ie co ois nme clea HSS miaaise tials Te ontinia pga calebaty as - - 590 
POI AMONCNMING CXDCHSES ach toma neic ams spew unite aiher snmlea mee Maal veiine setae Weis AI elias th ofan waar ex. s(h-spmin Aleve 4,061 4,028 3,854 
(INSET TI UIE ees RE ACE RAE ry ogre oe MeO Or eter FV miner RIE pe Co tae hicoecrir ace ae ee 1,385 1/233 247 
MEP reREAXDCISExOTE: 10) see. caress Atul ROM anne tec ctieta poee ees Secmcaueaiee ebayer queen caodys ais ws (295) (308) (244) 
ECU IINI HAVE UALR AS) oscccct ccs tos eiorg oo musta s Sik aipeie ao) Gouden lap sod NO elo eR toxins Penance ale Aes RA KOR 124 46 2 
IGOMMCIDELOlCMNCOMCMAXCS Tet eeaienc se mac nce ae cure sere eae tke esas stich mmen yes ol avaicramiels 1,214 971 115 
MEO MIE RAIEXPONSE VOLE 18) oc nn sg hwacten dened Alates sperns wolen cuctiten to eaten ose aoe oe Ona ue naan cs (442) (369) (6) 
WETTING ae Mls Sa ee a Ria on Clare RSTNE wen pe bias te Ie laklnee tase $ 772 $ 602 $- 109 


Basic earnings per share (Note 20) 


NE IIT COIN cesy rr see PRS entaeed A TAA TS So cee Mae cra eriome en ueyerete tetera mais uae caterer 


Diluted earnings per share (Note 20) 


ESAT Fa aoy a1 aks palipeses leek Eos eRe a a A i ie LAr aI ODSO.Or cia aa CERIO. 4" SoG 


See accompanying notes to consolidated financial statements. 
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$ 3.02 


$ 2.97 
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Consolidated Balance Sheet 


In millions December 31, 2000 1999 


Assets 


Current assets: 


Cashand-cash equivalents: « Socunet sihea sti tae ote Se mereue aly Sas Sie ais ae ceteris ree eiege Ore Ao ery eee oe cee ence ro $y 19 $ 307 
Accouritssreceivable (NOTE 5) \t cap is sees, SE Ta Recs oes cece os sR ap eOM eters a aT Se Ee CURE roc eo 737 803 
Materialarie Supplies ay cet cossecee set secercte cleats cease srernts e ararereceem ote cetereretets aca ieaetsy eee cere tera nemo EE 110 116 
Defernediincomestaxes:(NOLC 1S) i ooo cco es arstvcacters alate ctor ero rere Te te 116 148 
Others Secs eee ee is RG oa EIR Reh SOTTO ELST Re 143 : 153 
1,125 S27, 

Properties: (NOTE 6). 5,0: sean sa. qoute tim akigsaee Setia.e omarai or eienane 3 RAMON CORE ae DGS hea ee meen eee 13,583 12,863 
Otherassets ‘andideferredicharges (Note 7) = crcrc. ccna eee ciseetec anetureekes eae v artesian creiere eterna ete cist es eee neon ea 488 367 
F062] 1 ee oR Ce oe Re Meee Ree Pee er nn on) SARE Ran Red Okan A eeacus ake bT $15,196 $14,757 


Liabilities and shareholders’ equity 


Current liabilities: 


Accounts'payable and accrued charges: (Note2D) sce sativa yacctyeate nis csiniecd-ng beth <csSiet sya eres iy ay her iene Pa eed ee $ 1,393 $ 1,390 
Current portion,oflong-ternydebt (Note. 11). a suai heratte otieh ete a.cicce 2 eee erat ae Rt aoe ee cer eee 434 272 

(OL (epee I aR nEe reer eT rere nee tere OE er Core cate meme Codon aro do seme aa becca rode nseoan ote oes 76 115 
1,903 Lee Tef 

Deferredincome taxesc(NOTG +18) Sa. c Ga Ca ae atte CR 0 er We RE oe ear 2,516 DMD: 
Other liabiltiesrand:deferredicreditss(NOtenIO) Meese ey ca fein thre eae tear Mek eet are er erat 1,193 1,260 
Long-term ‘debt \(NOtE. 17) iis iiascices sens win eabare osreePebna a-<-teloe la ae aasre RPE Ene ee SRG RRP eee ee ven 3,886 3,961 


Shareholders’ equity: 


Common shiaress(NOLE. 7.2) 5350s cesuaiiss ct esecetave serve Hate lee enh ec Se TORE Tat eee a 3,124 3311 
Convertible. preferred securities: (Note: (2) boy Ascercnexc ate ceta atch eeraisie  teemeters oe tees Ieee erro en eeioee een ete eee 327 327 
fay phage] icra d0) | emeneenree a are cane eee unan aoc Onin aeannECe Edie CHa Codi 1asapencn soeroTANd tata octadotnanctdeoin 178 190 
Currency translation: «5 soc otsndece a harass ote cence treats ear cere ette steno te ara cera eR Nee Or nore Eee 61 (9) 
RetaINed CQMMINGS in 8s sew e ou Meragyssee breeeae evar tataet ea cbevecicbeveite ereraye(tisriis aaerer tet eaet ern aN eoe renee eevns See ee ere 2,008 1,687 
5,698 5,506 

Total tiabilities and. shareholders tequilty 5 cnt once shomenate an ean ea a oe ee Cn eG ee ena ets $15,196 $14,757 


On behalf of the Board: 


David G.A. McLean Paul M. Tellier 
Director Director 


See accompanying notes to consolidated financial statements. 
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Consolidated Statement of Changes in Shareholders’ Equity 


Issued and 
Issued and outstanding 
outstanding convertible Convertible Total 
common preferred Common preferred Contributed Currency Retained shareholders’ 
In millions shares securities shares securities surplus translation earnings equity 
Balances December 31, 1997......... We = $ 2,016 $ - $ 190 $ - 5 AA $ 3,417 
NGIGINGOMEI Ea eirre seis candy ans deine - - - = - - 109 109 
Shares issued in second-step 
acquisition of Illinois 
Central Corporation................ 20.2 - 824 - - - - 824 
Stock options issued in 
second-step acquisition of 
Illinois Central Corporation......... - - 25 - - - - 25 
Stock options exercised (Note 713)..... 0.4 - 8 = - - - 8 
Currency translation,................0++ - = - = - If = 7 
Dividends ($0.53 per share) ........... - ~ ~ - - - (99) (99) 
Balances December 31, 1998......... 191.8 - 2,873 - 190 7 1,221 4,291 
Cumulative effect of change 
in accounting policy (Note 2)...... - - - ~ - - (9) (9) 
NetulINCOMC beet eeriery: pis cciGiel- eezaacc ee = — - = - - 602 602 
Shares issued (Note 72)............... 9.2 4.6 404 sy) - - - 731 
Stock options exercised (Note 13)..... 1.4 - 34 - - = - 34 
Currency translation.................4. - - - _ = (16) - (16) 
Dividends ($0.60 per share) ........... - - - - ~ ~ (118) (118) 
Dividends on convertible 
preferred securities................. - - - - - - (9) (9) 
Balances December 31, 1999......... 202.4 4.6 3,311 327 190 (9) 1,687 5,506 
NGUINGOMC eran: sheet laste renidccaaee - - - = = = 772 772 
Stock options exercised (Note 73)..... 1.2 = 26 ~ - - = 26 
Share repurchase program (Note 712).. (13.0) - (213) - (12) = (304) (529) 
Currency translation. vo.sc:s-2rc <6 nse - = = - = 70 _ 70 
Dividends ($0.70 per share) ........... ~ - ~ - - - (136) (136) 
Dividends on convertible 
preferred securities................. - - - - - - (11) (11) 
Balances December 31, 2000......... 190.6 4.6 $3,124 $327 $178 $61 $2,008 $5,698 


See accompanying notes to consolidated financial statements. 
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Consolidated Statement of Cash Flows 


In millions Year ended December 31, 2000 1999 1998 


Operating activities 


Net income. 207, tg a ee ee eee e772 $ 602 $ 109 
Non-cash items in income: 
Special charge (Note: 15)... cy.cc.-5< peers seis scion a pale vw ons wane ci eerie ie a ere nearer nea - - 590 
Depreciation and amortization (Note 19: (B))ic.scxoctctios utes search duane neat Peace hearer agen 421 407 213 
Deferred'incame: taxes. (NOTE 18) 5 ciccv cess cassensuste settee teste ia alc per ee ee nee era 218 324 (13) 
Gain’on exchange of investments. (NOte 7) a... cassia wchle chlve sae voy mattareretetarstetee sraeecem Matar (84) = - 
Equity in earnings of Illinois Central Corporation (Note 4 (A))..........c0cccc cece cece ence nee ee ens = - (86) 
OF 6 (=) Geet eee ers A eR OR RE nah er See Reed e way Nod Geaslisrenn Aecolon - (2) - 
Changes in: 
Accounts: receivable(NOfe:5) ork s9c 1.4. a toees eee eee ee ee ee ete: cee ec ec er eee 71 (156) 270 
Material and supplies iis soiccwens aeons on cannes a9 sey kale one slate ere nena Ree em 7 38 18 
Accaunts payable and-accrued chatges (Note’9) a5...4-.22 esis is aan cede nee ee 21 64 109 
Otheninetictirrent assetsrandiliabiliticsestesm ieee een enr ere centre nee terre ree) eter eer (39) (27) (10) 
Payments for workforce reduction (Note 10 (A)} xe ew srmwsas'n namie mger Net os orientate (189) (219) (187) 
Oh tn el gece ee eee ene eee ee hE Ob cree. sioner ann pommel oae aoe ONE aatodolas awe (70) (69) (60) 
Cash provided from OPeratinG: ACUVITIOS. ic ora agave = ear cxccnin claire aah ots wee ee ere ee eee 1,128 962 953 


Investing activities 


Net additions.to properties (Note 19°(B)). 2 tisca: Jae venacinc tte cane cv tone eee eee eh ae (607) (629) (494) 
Net proceeds: from disposaliofiproperties . a dec.cnc.t deanstee> ame ao te ene amgra wee otin creer eee ee 31 70 90 
Investment in Illinois Central Corporation’ (Note 4 (A)) ic. ccc ecssnc tate «cartes tricerecevenosseenee-aoee — - (2,608) 
(0) 1A] 21 Rae eer tt PEN ROG oO Rr no miou.neiiae og states a SOMO A Doone dain (10) 2 - 
Cash used: by investing activities. 2.505 cnc enen wos veaahite apeteone nas ee eae ae reenter (586) (557) (3,012) 
Dividends. paid:to:shareholders . fs seeks os cwinm ar vinwals meshes siteie ote ee mans aie ale encte ae steps lara aeey aa ment (149) (127) (99) 


Financing activities 


Issuance of long-term debts. .s:cxicese are ete <<a wtepectays « aare ete a Sete sean Sarr apeeetrentra ncaa ae ac eee 860 456 4,589 
Issuance of convertible preferred securities (Note 12) .........ccce cece cece ee eee tenet enna e eee nee ena - 327 _ 
Reduction, of long-term debt... c.0feice Macca ee aneneare: Seeinad ela tiae Doma nen eee sue enna te ena (1,038) (1,509) (2,541) 
Issuancevof common shares: (NVOtG.12) sees. pean eer ee rete cetera herent teen tric ater tt 26 438 8 
Repurchase of common: shares (Note12) 5 cits a auus crancomeruet seers cmbiccie amen ie rompdeunicsnieeris (529) - - 
Casiiprovided from (used) Dy) TinancinG GCHVIUCS. a1. ae mentite wae ee eee tae (681) (288) 2,056 
NOE CECKCASO TIN CASI sacdirsicted Cece ese TE Re ENTE Rn ene (288) (10) (102) 
Cash and:cash equivalents, beginning of year * aa. .2ncenanenesa vx coneone eerie retiasons ees eek 307 317 365 
Cash and cash equivalents, end of Vear orcs avacc we caoun-eeitocun mein aid aman ae ee eee ee $ 19 $ 307 $ 263 


* The cash and cash equivalents balance at the beginning of 1999 includes the cash and cash equivalents of Illinois Central Corporation which has been consolidated beginning in 1999. 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


CN, directly and through its subsidiaries, is engaged primarily in the rail transportation business. CN spans Canada and mid-America, from the 
Atlantic and Pacific oceans to the Gulf of Mexico, serving the Canadian ports of Vancouver, Prince Rupert, Montreal and Halifax, and Gulf of 
Mexico ports in New Orleans, Louisiana and Mobile, Alabama, and the key cities of Vancouver, Edmonton, Calgary, Winnipeg, Montreal, Toronto, 
Buffalo, Chicago, Detroit, Memphis, St. Louis and Jackson, Mississippi, with connections to all points in North America. CN’s revenues are derived 
from the movement of a diversified and balanced portfolio of goods, including petroleum and chemicals, grain and fertilizers, coal, metals and 


minerals, forest products, intermodal and automotive. 


1 Summary of significant accounting policies 


These consolidated financial statements are expressed in Canadian 
dollars, except where otherwise indicated, and have been prepared in 
accordance with accounting principles generally accepted in Canada. The 
preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and 
assumptions that affect the reported amounts of revenues and expenses 
during the period, the reported amounts of assets and liabilities, and 

the disclosure of contingent assets and liabilities at the date of the 
financial statements. Actual results could differ from these estimates. 


A. Principles of consolidation 

These consolidated financial statements include the accounts of all sub- 
sidiaries, including Illinois Central Corporation (IC) for which the 
Company acquired control effective July 1, 1999 and has consolidated 
IC's financial statements retroactive to January 1, 1999. During 1998, 
the Company accounted for its investment in IC using the equity method 
of accounting pending approval of the acquisition of control of IC from 
the U.S. Surface Transportation Board (STB). The Company’‘s investments, 
in which the Company has joint control, are accounted for using the 
proportionate consolidation method. 


B. Revenues 

Freight revenues are recognized on services performed by the Company, 
based on the percentage of completed service method. Costs associated 
with movements are recognized as the service is performed. 


C. Foreign exchange 

The unrealized foreign exchange gain or loss from translation of all 
U.S. operations is recorded in Currency translation, which forms part of 
Shareholders’ equity. 

Subsequent to the integration of the Company's U.S. operations, 
effective October 1, 2000 all of the Company's U.S. operations are classi- 
fied as self-sustaining foreign entities with the U.S. dollar as their func- 
tional currency. Accordingly, the U.S. operations’ assets and liabilities are 
translated into Canadian dollars at the rate in effect at the balance sheet 
date and the revenues and expenses are translated at average exchange 
rates during the year. The initial translation adjustment of $76 million 
(pre-tax), resulting from the change of the functional currency of the U.S. 
operations not previously considered self-sustaining, was recorded in 
Currency translation. 
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The Company has designated all of its U.S. dollar denominated long- 
term debt as a foreign exchange hedge of its net investment in its U.S. 
subsidiaries. Unrealized foreign exchange gains and losses, from the date 
of designation, on the translation of the Company's U.S. dollar denomi- 
nated debt are also included in Currency translation. 


D. Cash and cash equivalents 

Cash and cash equivalents include highly liquid investments purchased 
three months or less from maturity and are stated at cost, which 
approximates market value. 


E. Accounts receivable 

Accounts receivable are recorded at cost net of the provision for 
doubtful accounts. Any gains or losses on the sale of accounts receivable 
are calculated by comparing the carrying amount of the accounts receiv- 
able sold to the total of the cash proceeds on sale and the fair value of 
the retained interest in such receivables on the date of transfer. Fair 
values are determined on a discounted cash flow basis. Costs related 

to the sale of accounts receivable are recognized in earnings in the 
period incurred. 


F. Material and supplies 

The inventory is valued at weighted-average cost for ties and rails, latest 
invoice price for fuel and new materials in stores, and at estimated utility 
or sales value for usable secondhand, obsolete and scrap materials. 


G. Properties 

Railroad properties are carried at cost less accumulated depreciation 
including asset impairment write-downs. All costs of materials associated 
with the installation of rail, ties, ballast and other track improvements 
are capitalized to the extent they meet the Company's definition of “unit 
of property.” The related labor and overhead costs are also capitalized 
for the installation of new, non-replacement track. All other labor and 
overhead costs and maintenance costs are expensed as incurred. Related 
interest costs are charged to expense. Included in property additions are 
the cost of developing computer software for internal use. 

The cost of railroad properties, less salvage value, retired or disposed 
of in the normal course of business is charged to accumulated deprecia- 
tion, in accordance with the group method of depreciation. The Company 
reviews the carrying amounts of properties whenever events or changes 
in circumstances indicate that such carrying amounts may not be 
recoverable based on future undiscounted cash flows or estimated net 
realizable value. Assets that are deemed impaired as a result of such 
review are recorded at the lower of carrying amount or fair value. 
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Notes to Consolidated Financial Statements 


1 Summary of significant accounting policies (continued) 


H. Depreciation 
The cost of properties, net of asset impairment write-downs, is depreci- 
ated on a straight-line basis over their estimated useful lives as follows: 


Asset class Annual rate 
Track-and roadway: 2. eric ssc cetsss npevcle noah oirgamimeletrn co eseren ac teetatee 2% 
Rolling Stocks. nese. sarc sine cts cect lee seas ob raceins sete uineirw Siar anise Ean eT nes 3% 
iT fe (L1) Seed sonoe Shien rnc neanee ar nA nABot aca xapeEe ore: sndtinaeeccnarusan nob as chores 3% 
10 ns gee ce eane ceiemin ain ai eri naan Ree cobinton Da Oranetotouatns STE Saree Chee eT eit 2% 


The Company performs periodic reviews of its depreciation rates. 
Adjustments to rates resulting from such reviews have not had a 
material impact on operating results. 


I. Pensions 
Pension costs are determined using actuarial methods. Pension expense 
is charged to operations and includes: 


(i) the cost of pension benefits provided in exchange for employees’ 
services rendered during the year, 


(ii) the amortization of the initial net transition obligation on a straight- 
line basis over the expected average remaining service life of the 
employee group covered by the plans, 


(iii) the amortization of past service costs and amendments over the 
expected average remaining service life of the employee group 
covered by the plans, and 


(iv) the interest cost of pension obligations, the return on pension fund 
assets, and the amortization of cumulative unrecognized net actuarial 
gains and losses in excess of 10% of the greater of the projected 
benefit obligation or market-related value of plan assets over 
the expected average remaining service life of the employee group 
covered by the plans. 


The pension plans are funded through contributions determined in 
accordance with the projected unit credit actuarial cost method. 


J. Post-retirement benefits other than pensions 

The Company accrues the cost of post-retirement benefits other than 
pensions. These benefits, which are funded by the Company as they 
become due, include life insurance programs, medical benefits, supple- 
mental pension allowances and free rail travel benefits. 

The Company amortizes the cumulative unrecognized net actuarial 
gains and losses in excess of 10% of the projected benefit obligation 
over the expected average remaining service life of the employee group 
covered by the plans. 
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K. Financial instruments 

Derivative financial instruments may be used from time to time by the 
Company in the management of its fuel, interest rate and foreign 
currency exposures. Gains or losses on.such instruments entered into 
for the purposes of hedging financial risk exposures are deferred and 
amortized in the results of operations over the life of the hedged asset 
or liability or over the terms of the derivative financial instrument. 
Income and expense related to financial instruments are recorded in the 
same category as that generated by the underlying asset or liability. 


L. Environmental expenditures 

Environmental expenditures that relate to current operations are 
expensed or capitalized as appropriate. Expenditures that relate to an 
existing condition caused by past operations and which are not expected 
to contribute to current or future operations are expensed. Liabilities are 
recorded when environmental assessments and/or remedial efforts are 
likely, and when the costs, based on a specific plan of action in terms of 
the technology to be used and the extent of the corrective action 
required, can be reasonably estimated. 


M. Income taxes 

The Company follows the asset and liability method for accounting for 
income taxes. Under the asset and liability method, the change in the net 
deferred tax asset or liability is included in income. Deferred tax assets 
and liabilities are measured using enacted tax rates expected to apply to 
taxable income in the years in which temporary differences are expected 
to be recovered or settled. 


2 Accounting changes 


The Company has made certain changes in accounting policies to 
conform to new accounting standards. 


2000 

In 2000, the Company early adopted the Canadian Institute of Chartered 
Accountants’ (CICA) recommendations related to the presentation of 
earnings per share. The standard essentially harmonizes Canadian and 
U.S. standards, specifically in the areas of presenting earnings per share 
information, computing diluted earnings per share and disclosure 
requirements. The new standard requires restatement of prior year com- 
parative information. 


1999 

In 1999, the Company adopted the CICA recommendations related to the 
accounting for employee future benefits. Specifically, the standard out- 
lines guidance for the accounting for pension, post-retirement and work- 
ers’ compensation costs. In accordance with the transitional provisions 
of the new standard, the Company has applied the recommendations 
retroactively but has not restated comparative periods. The cumulative 
effect of the adoption of the new standard of $17 million ($9 million after 
tax) has been reflected as an adjustment to opening retained earnings. 
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Notes to Consolidated Financial Statements 


1998 
In 1998, the Company adopted the CICA recommendations related to the 
presentation of cash flow statements. The standard requires that, among 
other things, non-cash items be excluded from investing and financing 
activities and disclosed elsewhere in the consolidated financial state- 
ments in a way that provides all relevant information about these invest- 
ing and financing activities. The standard requires retroactive application 
with prior comparative information being restated. 

In 1998, the Company adopted specific U.S. guidance related to 
the accounting for computer software costs as found in Statement of 
Position (SOP) 98-1, “Accounting for the Costs of Computer Software 
Developed or Obtained for Internal Use.” In accordance with the require- 
ments of this statement, this change has been applied prospectively. 
The impact of the adoption of SOP 98-1 was to increase net income by 
approximately $13 million for the year ended December 31, 1998. 
The Company has not applied this accounting change retroactively as 
the impact on prior years’ comparative figures is not significant. 


3 Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and Wisconsin Central Transportation Corporation (WC) 
entered into a merger agreement (the Merger), providing for the acquisi- 
tion of WC by the Company for a purchase price of approximately 
$1,200 million (U.S.$800 million or U.S.$17.15 per share) payable in 
cash. The acquisition will be initially financed by debt and cash on hand. 

The Merger is subject to, among other things, approval by the share- 
holders of WC. WC shareholders are expected to vote on the proposed 
Merger during the first half of 2001. 

In accordance with the terms of the Merger, the Company's obliga- 
tion to consummate the Merger is subject to the Company having 
obtained from the STB a final, unappealable decision that approves the 
Merger or exempts it from regulation and does not impose on the parties 
conditions that would significantly and adversely affect the anticipated 
economic benefits of the Merger to the Company. 
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If the acquisition is completed, the Company will account for the 
acquisition of WC using the purchase method of accounting in accordance 
with the requirements of Section 1580, “Business combinations,” of the 
Handbook of the CICA. Under this method, the Company will prepare its 
financial statements reflecting the allocation of the purchase price to 
acquire the WC shares based on the relative fair values of the assets and 
liabilities of WC. The results of operations of the Company will reflect the 
effects of the acquisition following the consummation of the Merger. 


4 Business combinations 


A. Acquisition and consolidation of Illinois Central Corporation 
In 1998, the Company, through an indirect wholly owned subsidiary, 
acquired IC in a two-step transaction for a purchase price of approxi- 
mately U.S.$2.4 billion payable as to 75% in cash and 25% in common 
shares of the Company. On March 14, 1998, the Company acquired 75% 
of the outstanding common shares of IC for $2,549 million (U.S.$1,796 
million) or U.S.$39 per share. On June 4, 1998, the Company acquired the 
remaining 25% of the outstanding common shares of IC for 20.2 million 
shares of the Company's common stock. In addition, the outstanding IC 
stock options were exchanged for stock options of the Company. 
Pending STB approval, the Company accounted for its investment in 
IC under the equity method of accounting. Effective July 1, 1999, the 
Company assumed control of IC and consolidated the results of IC since 
January 1, 1999. 


B. Proposed combination of Canadian National and 

Burlington Northern Santa Fe 

On December 18, 1999, CN and Burlington Northern Santa Fe 
Corporation (BNSF) entered into a Combination Agreement (the 
Combination) providing for the combination of the two companies. The 
Combination was subject to, among other things, approval by the share- 
holders of CN and BNSF, as well as approvals by the Quebec Superior 
Court and the STB. On March 17, 2000, the STB issued a decision direct- 
ing large railroads not to pursue further merger activities until the STB 
has adopted new rules governing merger proceedings. On July 14, 2000, 
the United States Court of Appeals for the District of Columbia Circuit 
rendered its decision denying CN’s petition for review and upholding the 
STB’s moratorium. On July 20, 2000, CN and BNSF announced that their 
Boards of Directors had both voted to approve an immediate, mutual 
termination of the Combination. 
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5 Accounts receivable 


In millions December 37, 2000 1999 
Freight 
icles eter eae tet RRR AtC nen rtian erin acs panera tatecosateor aa cc $470 $441 
ACGHUCU atsoaamdlecsa sonics neo sence ninco: a eet eames 81 161 
NOn=ffeight sie naesetns dscancnase te eceete siiaseneouser aan. Seeeener oper 249 247 
800 849 
ProvisionnondoubtiulraccouUntSmmssesenteatae eee cern eee ee meaer (63) (46) 
$737 $803 


In 1998, the Company entered into a five-year revolving agreement 


to sell eligible freight trade receivables up to a maximum of $2 


6 Properties 


In millions 


50 million 


December 31, 2000 


of receivables outstanding at any point in time. At December 31, 2000, 
pursuant to the agreement, $147 million and U.S.$40 million (Cdn$61 
million) had been sold on a limited recourse basis compared to $147 mil- 
lion and U.S.$40 million (Cdn$58 million) at December 31, 1999. The 
Company has retained the responsibility for servicing, administering and 
collecting freight trade receivables sold. Included in Other income is $10 
million in 2000 and $9 million in 1999 for costs related to the agree- 
ment, which fluctuate with changes in prevailing interest rates. 

No servicing asset or liability has been recorded since the fees 
the Company receives for servicing the receivables approximate the 
related costs. 


December 31, 1999 


Accumulated 


Accumulated 


Cost depreciation Net Cost depreciation Net 
Mrackzandtoadway eaecais-pets steers remem err $13,446 $3,189 $10,257 $12,824 $2,993 $ 9,831 
Rollingistock eri cawatrauderseeae team ane ae mous heaye 3,398 1,205 2,193 3,247 1,132 Zui 
Buildings: simdwecans 2 sae teddienariees arse eens 1,364 619 745 1,109 543 566 
LON S SeARneE PATE Petts HAA SAT Ann MREEe EO Re au Or BC SCA aE Ses? 875 487 388 839 488 351 
$19,083 $5,500 $13,583 $18,019 $5,156 $12,863 
Capital leases included in properties ...............020000 $ 1,152 $ 163 $ 989 $ 1,003 Seals $ 888 
7 other assets and deferred charges Under separate right-of-way agreements with 360networks Inc., 
eee i 7 
He a eon nose the Company receives revenues and fiber-optic strands for its own rai 
purposes. 
Prepaidibenetiticosta(NOtes14)mereascescemenananaeeerinece eee race $166 $113 
Investment in 360networksi line enmc seer ones meee eeieceenerercters 87 - , ieee 
Unrealized exchange loss on long-term debt ...............00:e000e 77 79 8 Credit facilities 
Deteried:ceceane nee SERS » basneeatye bs ice dn iS Re 73 87 The Company has U.S.$1,000 million five-year revolving credit facilities 
vroriees Gebt issue COSES cnsectnepseatnapthenees a a eee 37 43 which expire in 2003. The credit facilities provide for interest on borrow- 
Other investmMentss. 25-- <sacceasnece =a eee een aerate 37 22) 8 : : ; ; ; ; : 
one oy 53_ ings at various interest rates including the Canadian prime rate, bankers 
a ae Ge acceptance rates, the U.S. federal funds effective rate and the London 


In March 2000, the Company exchanged its minority equity invest- 
ments in certain joint venture companies for 11.4 million shares of 


360networks Inc., a company which offers broadband network 


services 


for telecommunication companies, information service providers, applica- 


tion service providers and data-centric enterprises. The Compan 


y 


recorded the shares received at their then estimated fair value resulting 
in a gain of $84 million, $58 million after tax ($0.30 per basic share 


or $0.28 per diluted share). 


On April 20, 2000, 360networks Inc. completed an initial public 
offering (IPO). According to the terms of an agreement with 360networks 
Inc. and securities regulations, it is not anticipated that the Company 


will sell its shares in 360networks Inc. within 12 months of the 


IPO. 


Following the IPO, the investment in 360networks Inc. is accounted 
for using the cost method. As at December 31, 2000, the market value 


of the Company's investment was $216 million. 
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Interbank Offer Rate plus applicable margins. The credit facility agree- 
ments contain customary financial covenants, based on U.S. generally 
accepted accounting principles, including i) limitations on debt as a per- 
centage of total capitalization, ii) maintenance of tangible net worth 
above predefined levels, and iii) maintenance of the fixed charge cover- 
age ratio above predefined levels. The Company was in compliance with 
all of these financial covenants throughout the year. The Company's com- 
mercial paper program is backed up by CN’s revolving credit facility. In 
June 1999, the Company used proceeds from the sale of common shares 
and convertible preferred securities to repay U.S.$125 million (Cdn$185 
million) of commercial paper and U.S.$310 million (Cdn$456 million) of 
the Company's revolving credit facilities. In July 1999, the balance of the 
revolving credit facilities were repaid. During 2000, the Company did not 
draw on the credit facilities. As at December 31, 2000, the Company had 
$77 million of commercial paper outstanding (U.S.$6 million (Cdn$9 mil- 
lion) as at December 31, 1999). 
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9 Accounts payable and accrued charges 


In millions December 31, 2000 1999 
Hrablerpayablesien say. ceisiraasncbsuimecn scar anctds haseihat vobde soack $ 407 $ 503 
PNCCRUCGHCAX CS tn. cmmiatcratinad ern aciciswawtianannah ual mann ectouseanes 244 88 
Pavtoucrelatedsa Corll: ntsc se en-raiessacte aroun vs: saaroe nieaeraaae kana 194 185 
PECK RO ICM ALO ESiy decors ateraitetsi ows eimtts aia aatoc anditara ent hrardale qyaiaayengarti 187 195 
Current portion of workforce reduction provisions ..............+. 137 182 
Accrued interest on long-term debt .............0ccecseeseeeeeeees 126 119 
ACCKUeCHODerALING IGASCS secrete acy wattinerenee-slanie s aehustgesausien ees 31 29 
ck Geosescoetrmasr are, hints 67 89 

$1,393 $1,390 


1 0 Other liabilities and deferred credits 


In millions December 31, 2000 1999 
Workforce reduction provisions, 

MTOR CUMMENE DOONAN rina secorsinee stosletaele «sis ecajaneaatSnhje.er $ 376 $ 517 
Personal injury and other claims .............cceceeeeeeeeeenee eens 373 309 
Accrual for post-retirement benefits 

OTN TAMIDENSIONS) (8) Me «acer sjeaiae reise ees wate avec naina den Satay 231 220 
Environmental reserve, net of current portion ..............0.e00ee 64 66 
Defermed creditsrandiothengend.seccn.ceman Wnsvishte sunsctademnteattoae 149 148 

$1,193 $1,260 


A. Workforce reduction provisions 


The workforce reduction provisions, which cover employees in both 


Canada and the United States, are mainly comprised of severance pay- 
ments, the majority of which will be disbursed within the next five years. 
Other elements of the provisions mainly include early retirement incen- 
tives and bridging to early retirement. Payments for severance and other 
elements of the provisions have reduced the provisions by $189 million 
for the year ended December 31, 2000 ($219 million for the year ended 
December 31, 1999). The aggregate provisions amount to $513 million 


at December 31, 2000. 
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B. Post-retirement benefits other than pensions 


(i) Change in benefit obligation 


In millions Year ended December 31, 2000 1999 
Benefit obligation at beginning of year, as adjusted (Note 2)........ $230 $172 
Inferesticost,aotenster meds tect wet nics osoen careers aera eeccehas 15 15 
SEMVICAICOST a ccmentrunccmaeers waren Se dame mannan wise Meare 8 8 
Foreignicunrencyichangesusum. castes caisene seme neiiasenemant ns 3 (3) 
Aciwatiall(gain)losstenn-asmeneven eoratecor een en crete a icieacienenrees 3 (13) 
Benefitstpaidiherte.seraceantaccncmenttsasemue cements teamcna acs (17) (16) 
Consolidation ioftl Gasecme secs ace ee tucranneunes scl ateeeatis Sane - 67 
Benefit obligation at end Of Yar ..... cc ccc ccc cece nee eneeneeeneenes $242 $230 
(ii) Funded status 
In millions December 31, 2000 1999 
Unfunded benefit obligation at end of year ............0c.0eceseeee $242 $230 
WUnrecognizedinet actuarial losSmen-ccsa.ncsteanes oncnnsece mene weer (8) (6) 
Unrecognizediprion'senviceicost s.cennantemcncaenerenare niacin (3) (4) 
Accrued benefit cost for post-retirement benefits 

OtherathampensionStrxdecncr acct ceerre nc Nor oes tide eee $231 $220 
(iii) Components of net periodic benefit cost 
In millions Year ended December 31, 2000 1999 1998 
Interesticosteeeacmnaucst ceaemsnncteosnccemevawenaaeen $15 $15 $10 
SONVICEACOS tesise aretneriavs svefesetate ere stevate nreiele re nvoin eis oternibuntetareisdiee 8 8 4 
Amortization of prior service COSt.........cceceeee ene eee 1 1 1 
Recognized net actuarial loss ......... ccc eeeeeeeee eens 1 2 6 
Neb Periodic DEneHECOS tars ms aieiasiisials cag pia «lssyein cicioie ss $25 $26 $21 
(iv) Weighted-average assumptions 

December 31, 2000 1999 1998 

DISCOUNT rates sean aincnu se ea-nee csiunncain nas andes 6.95% 7.39% 7.50% 
Rate of compensation increase................eeeeee ee 4.25% 4.25% 4.25% 


A one-percentage-point change in the health care trend rate would 
not cause a material change in the Company's net periodic benefit cost 


nor the post-retirement benefit obligation. 
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1 1 Long-term debt 


Currency 
in which December 31, 
In millions Maturity payable 2000 1999 
Bonds, debentures and notes: (A) 
Canadian National series: 
5% 15-year Swiss: franc DONS: (B) cerns co eee estate aienies veers elaninte cuealunnmarer «saya neriateers ae strait Aug. 22, 2000 CHF $ - $ 99 
BV: AS-VEAN NOTES. 5.05 viens acsraier cegtecrenirae cdi aisseishaveiaratulaaeteyeIraleverayeferoytpolataaal reipuissereiets srscecNoleceysleUemanecesstere May 21, 2001 Cdn$ 150 150 
O6%- “MOAVEar MOLES: ree arate eeatiarersiore avente uc ita saree on sas ata tentas eppoetalanne qeatseleie rece ee eee ocr ae cer May 15, 2003 U.S.$ 225 218 
T%  “WO=yearnOtes ssa.t.c co at ave a cemsaeeiedcpectean en maan sana aeaau oats Bony caine sec nate ee ener Mar. 15, 2004 U.S.$ 398 386 
6.45%: Puttable Reset Securities:(PURS)G(G)icsucasincnv sun tiee mots cane tonic minen ten eirereia sree cease aeee July 15, 2006 U.S.$ 375 363 
6,80%: 20-year'otes..(D) is sissayensacvegs eon apurs ated jean dierat ec traeroeen eransel vo gaitaroata eitae orepecdereeavole eer ols ormerebera erates July 15, 2018 U.S.$ 300 291 
Ties 2 OAC G ASE MUGS: Ga emanseon andnabnspaocde sApondnonsapavaeuonn oot bocdsonuocagmonoswosoudwandecone May 15, 2023 US$ 225! 218 
G90 %oNZO=VearMOtes. (D)ecrg < aiertisettererosencee site cies oeie oaca df onatsyatecein geet vejne rove vel stotennieleey ante ole ects natgmetayorsiatelat July 15, 2028 U.S.$ 712 690 
Illinois Central series: 
683%, S=VeariMOtesicsionastaacen ance ameeecisieue man cetoyante evan cle sieciotetiotetciaseisi cis eis isuastalaeistaristasietanapiersaets tet May 17, 2000 U.S.$ - 44 
TV2%: Sayear NOteShemmee Mets necey ndcmacaacs dh cand actantontelate mscerestssartiec acteurs Meta ear am etre cro cere Aug. 2, 2001 U.S.$ 75 73 
G:72%" Sayeat NOS scvecaevevanceamales weet ateie nate lua vet atersupnevgsine sheesh peter estaeea ar eter sioerce tes seeerer Aug. 14, 2001 U.S.$ 75 73 
4% DAVGAP NOTES: acai sean ceermsarantaita diac nccbats ai re eS elereeie aya asta cree eee eae astebetaean te opetseec emcrer ne eee Mar. 1, 2002 U.S.$ 1 1 
634%. -MOAVCariNOtes? 2.2% m a ecadd ke de tere shen dave lncess 8 ties oles AGA RT Sal asgacl nett Rae amram niente ata her eee May 15, 2003 U.S.$ 150 145 
Non-interest’ bearing) 7-year NOteSie so: o558 sa. onevcs it ae enttaace-tarees ve cplays stan stintdecaarantarier rach eiacietereee ee Nov. 29, 2003 U.S.$ 1 1 
iy Cp menlOEN (ee gL ccHntanener pe cmerananra le Mere wien a rteccabancstac to at aarannnenaruccassyadauusasemass shar May 1, 2005 U.S.$ 150 145 
6:98% M'22V ear NOES. hones antes Memon se dae tales at eco Gane Torti areite ene a eager Pe ree ee erie July 12, 2007 U.S.$ 75 13 
6.63%. MO-Vearnotesaz:s 5 .ci2essiiae Sanlelerscras te mele men aia oe senate one ers te arctan em erent re Ree June 9, 2008 U.S.$ 30 29 
5%) “992Vear income: debeNtUleS sc nian ve taeean eae san cece Sees dise eth Mtoe ae erecta Teer eer teeretneteta July 1, 2032 U.S.$ 1 1 
Bo «99-year income’debenturesy sts. as Meee ae Ge calerts ansotsente ettereleitardecte ash teient dere leceen at eater tenes Dec. 1, 2056 U.S.$ 12 12 
f7 90: MOOzVear GEDENCUTES eseacnch ase sates mentee ais eee rte peers ter cian bane eteick (ae eer (eee ihe eiten fee eee ees Sep. 15, 2096 U.S.$ 187 182 
Total:Bonds tdebenturesand Notes. wii cccnescaiss cute cetedanclaan olen dale en meeRe pene Cena ee EEy ots 3,142 3,194 
Other: 
Commercial paper: (E) (NOTES) sash sachcsramccteareccatiurtamee aie acetate ayaa fone oe eee ey Sees eer ee Various 77 9 
Capital lease obligations, amounts owing under equipment agreements and other (F) ................005. Various 1,114 1,043 
TOtal OCHEN sj csnatiice sis ties ici watayp eh yansiste Rh Sitjoten miele aed easiece esl tere ae tEL Teta SER RCS REESE Sree toe eS 1,191 1,052 
SUB totaal sic ics store wincsiate aortce emerson tian eed agans ele ne ni sterahinlecelem ores eal Nee ep reebeat a eeoer PPR ere eT nee 4,333 4,246 
Less: 
Current:portion: of long-term: Gebts.:.ai.4< aktucasres ac iletiara slants tuicle sare ideaetee am arcle seer rarnainctn inate a eee eeyae 434 272 
Net.unamortized discount: .aijci5 cule ccaaldate anatne to eemt crease tealamactaata tates se ticenay item acerchmeee rte diamanare 13 13 
447 285 
$3,886 $3,961 


A. The Company's bonds, debentures and notes are unsecured. 


B. The bonds issued in Swiss francs (CHF170 million), bearing an interest 
rate of 5%%, were effectively converted at their issue date to a 

$99 million Canadian dollar obligation through a currency swap agree- 
ment at an all-inclusive cost of 11.17%. These bonds were repaid in 
August 2000. 


C. The PURS contain imbedded simultaneous put and call options at 

par. At the time of issuance, the Company sold the option to call the 
securities on July 15, 2006 (the reset date). If the call option is exercised, 
the imbedded put option is automatically triggered, resulting in the 
redemption of the original PURS. The call option holder will then have 
the right to remarket the securities at a new coupon rate for an addi- 
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tional 30-year term ending July 15, 2036. The new coupon rate will be 
determined according to a pre-set mechanism based on market condi- 
tions then prevailing. If the call option is not exercised, the put option 
is deemed to have been exercised, resulting in the redemption of the 
PURS on July 15, 2006. 


D. The 20-year and 30-year notes are redeemable, in whole or in part, at 
the option of the Company, at any time, at the greater of par and a for- 
mula price based on interest rates prevailing at the time of redemption. 


E. During 1998, the Company initiated a commercial paper program. 
The program enables the Company to issue commercial paper up to a 
maximum aggregate principal amount of $600 million or the U.S. dollar 
equivalent and is supported by CN’s revolving credit facility. Commercial 
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paper debt is due within one year but has been classified as long-term 
debt, reflecting the Company's intent and ability to refinance the short- 
term borrowing through subsequent issuances of commercial paper or 
drawing down on the revolving credit facilities. Interest rates on com- 
mercial paper range from approximately 5%% to 6%. 


F. Interest rates for the capital leases range from approximately 
54% to 144% with maturity dates in the years 2001 through 2025. 
The imputed interest on these leases amounted to $559 million as at 
December 31, 2000, and $577 million as at December 31, 1999. 

The equipment agreements are payable by monthly or semi-annual 
installments over various periods to 2007 at interest rates ranging from 
6% to 9.7%. The principal amounts are payable as follows: $26 million 
and U.S.$1 million (Cdn$2 million) as at December 31, 2000, and 
$39 million and U.S.$12 million (Cdn$17 million) as at December 31, 
1999. The capital leases, equipment agreements, and other obligations 
are secured by properties with a net carrying amount of $1,064 million 
as at December 31, 2000 and $946 million as at December 31, 1999. 


G. Principal repayments for the following fiscal years, including repur- 
chase arrangements and capital lease repayments on debt outstanding 
as at December 31, 2000 but excluding repayments of commercial 
paper of $77 million, are as follows: 


Year In millions Amount 
ZOOM RCO era ae ree le tices sisi ne Heteioarant alee sieime meres seta tone ee oniretee $ 434 
OOD seer eerste ec Nt ine airiAeiisiniinee widewienreatelaake creraannalvctertcenban 128 
PAI OE ase oa ae oUe ame eadinac COC PGE ORT aera cee i Bon goon Ton dr OCOMMUMR Geeta o 497 
FAO ee noe COE ge TORO TODO be Ge Hn BOO ante CRC ae SORA Ce DTS OD CA SRAE SpA 508 
TAO DS ef Rb as non oe So SORTER DOT OSES COUN TEn COCR ORE AUC ROGET CEE Onne arn DMEaDOy 216 


H. The aggregate amount of debt payable in U.S. currency as at 
December 31, 2000 is U.S.$2,290 million (Cdn$3,434 million) and as 
at December 31, 1999 is U.S.$2,332 million (Cdn$3,389 million). 


/. During 2000, the Company recorded $149 million in assets and the 
corresponding debt on leases for new equipment ($337 million in 1999). 


1 2 Capital stock and convertible preferred securities 


A. Authorized capital stock 

The authorized capital stock of the Company is as follows: 

e Unlimited number of Common Shares, without par value 

¢ Unlimited number of Class A Preferred Shares, without par value 
issuable in series 

¢ Unlimited number of Class B Preferred Shares, without par value 
issuable in series 
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B. Issued and outstanding common shares 
During 2000, the Company issued 1.2 million shares related to stock 
options exercised. The total number of common shares issued and out- 
standing was 190.6 million as at December 31, 2000. 

During 1999, the Company issued 9.2 million common shares as 
a result of the June 23, 1999 public offering. The Company also issued 
1.4 million shares related to stock options exercised. 


C. Convertible preferred securities 

In 1999, the Company issued 4.6 million convertible preferred securities 
at U.S.$50 per security. These securities are subordinated securities 
convertible into common shares of CN at the option of the holder at an 
original conversion price of U.S.$38.48 per common share, representing 
an original conversion rate of 1.2995 common shares for each convert- 
ible preferred security. On or after July 1, 2002, at the option of CN 

but subject to certain conditions, the holders’ rights to convert these 
securities may be extinguished if the current market price exceeds 
120% of the conversion price for a certain period. These securities bear 
interest, payable quarterly in U.S. dollars, at a rate of 5.25% per year, 
and are due on June 30, 2029 (Note 23 (a) (iii)). 


D. Stock split 

On July 20, 1999, the Board of Directors of the Company approved 

a two-for-one common stock split which was effected in the form of a 
stock dividend of one additional common share of CN common stock 
payable for each share outstanding or held in treasury on September 27, 
1999 to shareholders of record on September 23, 1999. All equity based 
benefit plans reflect the issuance of additional shares or options due 

to the declaration of the stock split. All shares and per share data reflect 
the effect of the stock split. 


E. Share repurchase programs 
In 2000, the Board of Directors of the Company approved a share repur- 
chase program which allowed for the repurchase of up to 13 million com- 
mon shares of the Company’s common stock pursuant to a normal course 
issuer bid, at prevailing market prices. During 2000, $529 million was 
used to repurchase 13 million common shares at an average price of 
$40.70 per share. 

On January 23, 2001, the Board of Directors of the Company approved 
a share repurchase program which allows for the repurchase of up to 
10 million common shares of the Company’s common stock between 
January 31, 2001 and January 30, 2002 pursuant to a normal course 
issuer bid, at prevailing market prices. 
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1 3 Stock plans 


A. Employee share plan 

In 1997, an Employee Share Investment Plan (ESIP) was implemented 
giving eligible employees the opportunity to subscribe for up to 6% 
of their gross salaries to purchase shares of the Company's common 
stock on the open market and to have the Company invest, on the 
employee's behalf, a further 35% of the amount invested by the 
employee. Participation at December 31, 2000 was 7,916 employees 
(7,359 at December 31, 1999). The total number of ESIP shares pur- 
chased on behalf of employees, including the Company’s contributions, 
was 637,531 in 2000 and 375,681 in 1999, resulting in a pre-tax 
charge to income of $6 million, $5 million and $3 million for the years 
ended December 31, 2000, 1999 and 1998, respectively. 


B. Stock options 

The Company has stock option plans for eligible managers to acquire 
common shares of the Company upon vesting at a price equal to the 
market value of the common shares at the date of granting. The options 
are exercisable during a period not to exceed 10 years. The right to exer- 
cise options generally accrues over a period of four years of continuous 
employment. Options are not generally exercisable during the first 

12 months after the date of grant. At December 31, 2000, an additional 
7.7 million common shares remained authorized for future issuances 
under these plans. 


Options issued by the Company include conventional options, which 
vest over a period of time, and performance options, which vest upon 
the attainment of Company targets relating to the operating ratio and 
unlevered return on investment. The total conventional and performance 
options outstanding at December 31, 2000 were 5.6 million and 3.3 mil- 
lion, respectively. : 

Changes in the Company's stock options are as follows: 


Number 
of options 


Weighted-average 
exercise price 


In millions 


Outstanding at December 31, 1997 .........0..eseeee eee 3.6 $ 19.43 
Conversion of IC options ....... USanmbacmooompe nvecsogece 3.0 U.S.$ 22.57 
Granted) «fhm osacean cee nacre eRe ee 1s $ 37.35 
Canceledics naccsatt eee era ee eres (0.4) $ 20.22 
ExenciSedisan cries aaterech ane ee ane Seen (0.4) $ 19.42 
Outstanding at December 31,1998 .......... ee eee eee eh $ 29.11 
Grantedic.herinaasscn erence Meee nar eenc Ramen 3.0 $ 45.46 
Canéeledith co rete ek meee oe ete reer ee yh ene ean (0.4) $ 34.51 
EXG@ECISOd! sjsu. Aa ener ene tae ne oe ne oe eS (1.4) $ 25.43 
Outstanding at December 31,1999 ............c cece eae 8.3 $ 34.88 
Granted cae oak tee eye cei ee ee eR eer opener 2) $ 35.33 
Caticeled eacacevan.s cecinhe ree sd Vou TE SERRE ee (0.4) $ 36.23 
EXerGised <vrcacetcs fam stergiee erase ae a oe ees (1.2) $ 22.19 
Outstanding at December 31, 2000" ..........cceeceneees 8.9 $34.95 


(1) Includes the IC converted stock options translated to Canadian dollars using the 
foreign exchange rate in effect at the balance sheet date. 


Stock options outstanding and exercisable as at December 31, 2000 were as follows: 


Options outstanding 


Options exercisable 


Weighted- Weighted- Weighted- 
average average average 
Range of Number years to exercise Number exercise 
exercise prices of options expiration price of options price 

In millions In millions 
Optionsigkantediinsh 99s ensat seer creer eee ee eereee $13.50 0.4 3 $ 13.50 0.4 $ 13.50 
Optionsiorantediina9 96a eereeetes eer ee reeeneeer $18.52-$23.72 0.3 3 $ 18.69 0.3 $ 18.69 
Optionsigrantedsinil99/ ee -cceeeseeence trees teette $24.85-$38.75 0.6 4 $ 28.43 0.4 $ 28.45 
Optionsigranted(in 998 oer ements aero ere $16.79-$46.25 2.8 6 $ 30.63 2.5 $ 30.74 
OptionS:grantediini i999 ier cectectersectee set-teleey teen acters $36. 14-$49.45 2.7 8 $ 45.47 0.6 $ 45.21 
Options:grantediini2000)imeeesnsmectes ences ee ener $34.91-$48.50 2a 9 $ 35.34 0.1 $ 35.01 
Balance.at December 31, 2000... seuss unsnneensencennur 8.9 7 $34.95 4.3 $30.31 


(1) Includes the IC converted stock options translated to Canadian dollars using the foreign exchange rate in effect at the balance sheet date. 
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1 4 Pensions 


The Company has retirement benefit plans under which substantially all 
employees are entitled to benefits at retirement age, generally based on 
compensation and length of service and/or contributions. The tables that 
follow pertain to all such plans. However, the following descriptions relate 
solely to the Company's main pension plan, the CN Pension Plan (the 
Pension Plan). The Company's other pension plans are not significant. 


Description of plan 

The Pension Plan is a contributory defined benefit pension plan that cov- 
ers substantially all CN employees. It provides for pensions based mainly 
on years of service and final average pensionable earnings and is gener- 
ally applicable from the first day of employment. Indexation of pensions 
is provided after retirement through a gain (loss) sharing mechanism, 
subject to guaranteed minimum increases. An independent trust company 
is the Trustee of the Canadian National Railways Pension Trust Funds 
(CN Pension Trust Funds). As Trustee, the trust company performs certain 
duties which include holding legal title to the assets of the CN Pension 
Trust Funds and ensuring that the Company, as Administrator, complies 
with the provisions of the Pension Plan and the related legislation. 


Funding policy 

Employee contributions to the Pension Plan are determined by the plan 
rules. Company contributions are in accordance with the requirements 
of the Government of Canada legislation, The Pension Benefits Standards 
Act, 1985, and are determined by actuarial valuations conducted at 

least on a triennial basis. These valuations are made in accordance with 
legislative requirements and with the recommendations of the Canadian 
Institute of Actuaries for the valuation of pension plans. 


Description of fund assets 

The assets of the Pension Plan are accounted for separately in the 

CN Pension Trust Funds. These assets consist of cash and short-term 
investments, bonds, mortgages, Canadian and foreign equities, real estate, 
and oil and gas assets. 


(a) Change in benefit obligation 


In millions Year ended December 31, 2000 1999 
Benefit obligation at beginning of year, as adjusted (Note 2).... $ 9,935 $10,540 
ANCHE Ar ia (AUN) OSS ase sts eaten ets/er ten steiels sain elo ielaiaiess\efe\u s\n 730 (746) 
HI CCREStiCOS tae eet ae tren nem seine nt ieecictas ars eireteiatat intrest 690 632 
Plan participants’ contributions ...........0csesceeeeeeeseeeenees 74 73 
SEI VICONCOS Ler cacae cetape ta eracranem amet ester sist su GeinWastos tara 70 95 
Foreign currency changeS .......-.scesesceeeeeteerenere reser sees 3 (3) 
Benefit payments and transfers ............060eeeeenene ners eee (647) (656) 
Benefit obligation at end Of Year ...........1e.eeeeeee ne ee rene es $10,855 $ 9,935 


a 
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(b) Change in plan assets 


In millions Year ended December 31, 2000 1999 
Fair value of plan assets at beginning of year...............0.00. $11,768 $10,728 
Actualjretumioniplaniassets xn accusn-cnas ascneen caassrense ata 1,198 1,567 
Planipanticinantss conthibutionssvu.ammaanceueen ee eeene sere 74 73 
Emplover:contributionSs..cscnacanc caesar ene ahewece mene 59 59 
FOFeIGN: CUNPENCVACNANGES: <panmsms. nn seeaeas asta canecsear mesa 3 (3) 
Benefit:payments and transfers” aie. s.-.-¢sc-eas..-0seeesscenentn (647) (656) 
Fair value of plan assets at End OF YCAr ... 6... cece cece eens eens $12,455 $11,768 
(c) Funded status 
In millions December 31, 2000 1999 
Excess of fair value of plan assets over 

benefit obligation at end of year 0... cee eee eee cece ene $1,600 $1,833 
Unrecognized net actuarial gain ....... cece cece e eee cence eee ee (1,652) (1,976) 
Unrecognized net transition obligation ..............cseeeee eee ees 59 78 
Unrecognized pronsenviceicosts. jnscncuuneresanscotnedesntenene ne 153 172 
Ne aGMGUNEIECOONIZeU en tera tee ya teae annie ase eohe are rTcee $ 160 $ 107 
(1) Subject to future reduction for gain sharing under the terms of the plan. 
(d) Amount recognized in the Consolidated Balance Sheet 
In millions December 31, 2000 1999 
Prepaid benefiticost: waerciy ce cantavinceascumietsn mn xiieeyielaviiw $ 166 $ 113 
Accrued! benETT COSTA A. Moss canamewnsa ainice ale au seo amene tems inles (6) (6) 
Netamounuirecognized hs touten naurtestetiaine te cen menor ees $ 160 $ 107 
(e) Components of net periodic benefit cost 
In millions Year ended December 31, 2000 1999 1998 
interesticOst iad. ac0.q:.0 6, cRNA Sincce eee $ 690 $ 632 $ 642 
SQMVICEICOSU teem aeeeraia enc nsssciteelie wasp sekpice 70 95 60 
Amortization of net transition obligation .............. 19 19 108 
Amortization of prior service COSt ...........00eeeneees 19 20 42 
Expected return on plan assets ...........cceseeeeeeees (792) (732) (700) 
Recognized net actuarial (gain) loss ..............0.065 - 23 (95) 
Net periodic benefit COSt ....... 00. :eccceeeneeeee eee ees $ 6 $ 57 $57 
(f) Weighted-average assumptions 

December 31, 2000 1999 1998 

DISCOUNT Tatham nr Qiicrera cb ae teres ineris-ineoseeer 6.50% 7.00% 7.50% 
Rate of compensation increase............0ceeeeeee ees 4.25% 4.25% 4.25% 
Expected return on plan assets for 

year ending December 31.............:csceeeeeenee 9.00% 9.00% 9.00% 


1 5 Special charge 


The Company recorded a charge to operations of $590 million in 1998 for 
workforce reduction plans aimed at reducing future operating costs and 
increasing productivity. The charge includes severance and other pay- 
ments to be made for approximately 3,000 reductions (1,400 occurred 

in 1998; 1,300 occurred in 1999; and the remainder occurred in 2000). 
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15 Special charge (continued) 


Labor productivity and operating efficiency initiatives span the entire 
organization with reductions in the administration, transportation, 
engineering and equipment functions. The majority of the remaining 


payments related to workforce reductions are expected to be disbursed 


within the next five years. 


1 6 Interest expense 


In millions Year ended December 37, 2000 1999 1998 
Interestonilongetenmicebtenueratnas racecar nee eee $306 $313 $259 
Interest on short-term borrowings ................e0005 - - 2) 
Inferestincome@css einem tone eee (11) (5) (17) 
$295 $308 $244 
Gashvinterestspay ments: aaacaquceucmmnerrtc eee $299 $305 $194 
1 7 Other income 
In millions Year ended December 37, 2000 1999 1998 
Gain on exchange of investment (Note 7) .............. $ 84 $ - $ - 
Gain on disposal of properties.............:sceeene eee 57 56 51 
Foreigniexchange gaini(lOSs) easerancacseeres serene een 8 4 (9) 
Investment (ncomerstegatcnacseencrie Seemeceremes erie - 12 12 
Netirentalblossgatccanas ence seme ecm ert (22) (25) (20) 
Equity in earnings of IC (Note 4 (A)) ........:cceeeeeeee - - 86 
Qh elses: aoe eee atic Geen ace eee (3) (1) (8) 
$124 $ 46 $112 

1 8 Income taxes 
The Company's income tax expense is as follows: 
In millions Year ended December 31, 2000 1999 1998 
Federal itaxdrateysuccnsmann ono stecncemenaee eeacor 29.1% 29.1% 29.1% 
Income tax expense from income before income taxes 

based on the Federal tax rate ..........0ceceeeeeeees $(353) $(283) $(33) 
Income tax (expense) recovery resulting from: 

Provincial and other taxes ............cssseeeeeee ee (148) (160) (36) 

Deferred income tax adjustment 

due}toiratevdeductionsemssmsscuescneeeeeer aes (4) ~ - 

WiSstaxratevdifferentialuven nme cee 7 30 - 

Gain on disposals and dividends ................... 20 8 8 

Equityainreamincsion| Guerseer ress st este creer - = 38 

QUE: Boren yeeices see ete tscer arse ey ererrce 36 36 17 
Incomie:tax:expensourr orarmns nine x eee ee $(442) $(369) $ (6) 


Income tax expense is represented by: 


GUIMTON Ee es ne erent se es ahaa $(224) $ (45) $(19) 
Deferred iret on teeter ech act iene (218) (324) 13 
$(442) — $(369) $ (6) 

Cash payments for inCOME taXeS ..... 66... 6cc cee e eee $ 101 $ 45 $ 18 
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Significant components of deferred income tax assets and liabilities 


are as follows: 


In millions December 37, 2000 1999 
Deferred income tax assets 
Workforceireduction)provisionS#y...ssastenererene aeeec ea eeernnie $ 202 $ 266 
Accruals andiotherresenves'. s.aut® <caAcme seme eneetaemeiee as oman 198 186 
Post-retirementibenetits: oi.cay. ten caste eaa oer eeveaenetacen 91 89 
Losses and tax credit carryforwards ..............0ceeeeeeee ene e ees 26 39 
517 580 
Deferred income tax liabilities 
PFOPErtieS * Arciniachicea ounnend ghueamin oe aes mob lan even oaeie seen es cemiere ee 2,917 2,685 
Total net deferred income tax liability ................:ceeeeee eee 2,400 2,105 
Net current deferred income tax asset .............00ceeeeee eens 116 148 
Net long-term deferred income tax liability ...........ccc cence ees $2,516 $2,253 


1 9 Segmented information 


A. Geographic areas 


The Company operates in one business segment with operations and 


assets in Canada and the United States. 


B. Information on geographic areas 


In millions Year ended December 31, 2000 1999 1998 
Revenues: 
Canadianitailacceap essen net occa Coes $ 3,668 $ 3,549 $3523 
WES steal eee aoe Sa ircsars nese a tear eran ee 1,778 1,712 578 
$ 5,446 $5,261 $ 4,101 
Operating income: 
Ganadlanirallemenenacaoccamesec eee oocra ees $ 1,025 $ 852 Smez72 
USS HrallPee certain tatiana ae enter 360 381 25 
$ 1,385 $ 1,233 $ 247 


Net income (loss): 


Canadiattiall Wescott ree ae een eae SUED S/S 04a am sc 
WSS alle essemencre re eet ee ern eeee 185 138 (115) 
Equityainiearnings: Offl@ra.c.erieseeer ise tea seeacecr - = 86 
Sau7i2 = So602 Seat 09 
Depreciation and amortization: 
Canladiamitally ()itame ccm yea tectaer contr ce te S23 2a diay 2. 2 ese 20S 
WS ara eaten meee teen amare atau eee chet 189 195 10 
$ 421 $ 407 S23 
Capital expenditures: (ii) 
Gonadiantralli(H)ee esa ean a eecenee $ 541 Sad $ 545 
USstatllactavethennecs ote edaaipece ermctaciaceeer ee 215 249 70 
$ 756 $ 966 $ 615 
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In millions December 31, 2000 1999 

Identifiable assets: 
Ganadiarttrallprcae wen acadin eastern conti aed ceo etas Re $ 6,860 $ 6,678 
UES eT eShops rhe cia Mes no so a a BR 8,336 8,079 
$15,196 $14,757 


(i) Includes $9 million (1999: $7 million, 1998: $3 million) depreciation and 
amortization of properties related to other business activities. 


(ii) Represents additions to properties. 


(iii) Includes $9 million (1999: $11 million, 1998: $17 million) of additions to 
properties related to other business activities. This amount also includes 
non-cash capital expenditures financed with capital leases. 


20 Earnings per share 


The 1999 and 1998 comparative figures have been restated to conform 
to the new accounting standard (see Note 2). In 1998, the earnings 

per share figures include the effect of a special charge of $590 million, 
$345 million after tax ($1.88 per basic share or $1.87 per diluted share). 


Year ended December 31, 2000 1999 1998 


Basic earnings per share 


NGEINCOMORE tess eee jisn tate acetone ae ncuaremnnien ae $3.90 $3.02 $0.60 


Diluted earnings per share 


NIGINIINECTIIES aac nena conne nappa ieeeccene decors taats $2.97 $0.59 


The following table provides a reconciliation between basic and 
diluted earnings per share: 


In millions Year ended December 31, 2000 1999 1998 
Netiincomel saene)5 aes. aS. ee ated $ 772 $ 602 $ 109 
Dividends on convertible preferred securities ......... 11 6 - 

$761. $ 596 $ 109 
Weighted-average shares outstanding ................ 195.0 197.3 183.1 
Effect of dilutive securities and stock options ........ 7.8 52 1.7 
Weighted-average diluted shares outstanding ........ 202.8 202.5 184.8 
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21 Major commitments and contingencies 


A. Leases 

The Company's commitments as at December 31, 2000 under operating 
and capital leases totaling $871 million and $1,439 million, respectively, 
with annual net minimum payments in each of the five following fiscal 
years to 2006 and thereafter, are as follows: 


Year In millions Operating Capital 
ZOOM peas de Rep entre oes Ste cot cinnamon riechia marca anes $185 $ 163 
PUG Ae EPA ARINUER oer CORO RCEGHICROT TSO U ER oid Roper ae ora 157 117 
DOS ae ee oy ee fate ial eae GEES eer ats 123 101 
DOA ricer cateenyercterevelsvarivetscaisie esate toy stencisteforeysteinials Bra sue sseroraseiaker tora eRe 107 120 
QOOS erscncuemerictre niece Cheperersune nenste emt teuan staan nrernperotionarnioe rere 83 92 
2006rand'thereaften=- nonsen nee see ne accom ccna ieeces 216 846 
$871 1,439 

Less: imputed interest on capital - 

leases at rates ranging from 

2\ TOMER SY Oro) CVAUS Sone enncteuenscunasgconss ob suansbeds skcoemans 559 
Present value of minimum lease payments 

aticuirentirateincludedinidebts ees. snceeaeeessesascraameecencc ete earn: $ 880 


B. Other commitments 

As at December 31, 2000, the Company had commitments to acquire 
freight cars at an aggregate cost of $13 million, rail at a cost of $28 mil- 
lion and railroad ties at a cost of $25 million. Furthermore, as at 
December 31, 2000, the Company had entered into car repair commit- 
ments totaling $10 million for the years 2001 and 2002 and agreements 
with fuel suppliers to purchase approximately 46% of its anticipated 
2001 volume and 36% of its anticipated 2002 volume at market prices 
prevailing on the date of the purchase. 


C. Contingencies 

In the normal course of its operations, the Company becomes involved 
in various legal actions, including claims relating to injuries and damage 
to property. The Company maintains provisions for such items which it 
considers to be adequate. While the final outcome with respect to 
actions outstanding or pending as at December 31, 2000 cannot be 
predicted with certainty, it is the opinion of management that their 
resolution will not have a material adverse effect on the Company's 
financial position or results of operations. 
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21 Major commitments and contingencies (continued) 


D. Environmental matters 

The Company's operations are subject to federal, provincial, state, munic- 
ipal and local regulations under environmental laws and regulations 
concerning, among other things, emissions into the air; discharges into 
waters; the generation, handling, storage, transportation, treatment and 
disposal of waste, hazardous substances, and other materials; decommis- 
sioning of underground and aboveground storage tanks; and soil and 
groundwater contamination. A risk of environmental liability is inherent 
in the railroad and related transportation operations; real estate 
ownership, operation or control; and other commercial activities of 

the Company with respect to both current and past operations. As a 
result, the Company incurs significant compliance and capital costs, on 
an ongoing basis, associated with environmental regulatory compliance 
and clean-up requirements in its railroad operations and relating to its 
past and present ownership, operation or control of real property. 

While the Company believes that it has identified the costs likely to 
be incurred in the next several years, based on known information, for 
environmental matters, the Company’s ongoing efforts to identify poten- 
tial environmental concerns that may be associated with its properties 
may lead to future environmental investigations, which may result in 
the identification of additional environmental costs and liabilities. 

The magnitude of such additional liabilities and the costs of complying 
with environmental laws and containing or remediating contamination 
cannot be reasonably estimated due to: 


(i) the lack of specific technical information available with respect 
to many sites; 


(ii) the absence of any government authority, third-party orders, or 
claims with respect to particular sites; 


(iii) the potential for new or changed laws and regulations and for 
development of new remediation technologies and uncertainty 
regarding the timing of the work with respect to particular sites; 


(iv) the ability to recover costs from any third parties with respect 
to particular sites; and 


therefore, the likelihood of any such costs being incurred or whether 
such costs would be material to the Company cannot be determined at 
this time. There can thus be no assurance that material liabilities or costs 
related to environmental matters will not be incurred in the future or 
that the Company's liquidity will not be adversely impacted by such envi- 
ronmental liabilities or costs. Although the effect on operating results 
and liquidity cannot be reasonably estimated, management believes, 
based on current information, that environmental matters will not have 
a material adverse effect on the Company’s financial condition or com- 
petitive position. Costs related to any future remediation will be accrued 
in the year in which they become known. 
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As at December 31, 2000, the Company had aggregate accruals for 
environmental costs of $85 million ($96 million as at December 31, 
1999). During 2000, $11 million was applied to the provision for environ- 
mental costs compared to $16 million in 1999 and $11 million in 1998. 
In addition, related environmental capital expenditures were $20 million 
in 2000, $11 million in 1999 and $13 million in 1998. The Company 
also expects to incur capital expenditures relating to environmental mat- 
ters of approximately $30 million in each of 2001, 2002 and 2003. 

The Company has not included any reduction in costs for anticipated 
recovery from insurance. 


E. Labor negotiations 

Approximately 80% of the Company’s workforce is comprised of 
unionized employees. As of February 2001, approximately 70% of 
these employees either have bargaining agreements that have expired 
or are covered by a bargaining agreement that will expire in 2001. 


2 2 Financial instruments 


A. Risk management 

The Company has limited involvement with derivative financial instru- 
ments in the management of its fuel, interest rate and foreign currency 
exposures, and does not use them for trading purposes. 


(i) Credit risk 

The Company is exposed to credit risk in the event of non-performance 
by counterparties to its derivative financial instruments but does not 
expect such non-performance as counterparties are of high credit quality. 
Collateral or other security to support financial instruments subject to 
credit risk is usually not obtained; however, the credit standing of coun- 
terparties is regularly monitored. The total risk associated with the 
Company's counterparties was immaterial at December 31, 2000. The 
Company believes there are no significant concentrations of credit risk. 


(ii) Interest rates 

In 2000, the Company entered into interest rate swap transactions for 

a total notional amount of $150 million and U.S.$50 million (Cdn$75 mil- 
lion) resulting in effectively converting some fixed interest rate debt 

into floating interest rate debt. As at December 31, 2000, there was no 
material change in the fair value of the swaps. 


(iii) Foreign currency 

Although the Company conducts its business and receives revenues pri- 
marily in Canadian dollars, a portion of its revenues, expenses, assets 
and debt are denominated in U.S. dollars. Thus, the Company's results are 
affected by fluctuations in the exchange rate between these currencies. 
Changes in the exchange rate between the Canadian dollar and other 
currencies (including the U.S. dollar) make the goods transported by the 
Company more or less competitive in the world marketplace and thereby 
affect the Company's revenues. 
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The Company has designated all of its U.S. dollar denominated long- 
term debt as a foreign exchange hedge of its net investment in IC. 
Effective October 1, 2000, the Company's foreign exchange hedge of its 
net investments in foreign operations has been extended to include all 
U.S. subsidiaries. As a result, from the dates of designation, unrealized 
foreign exchange gains and losses on the translation of the Company's 
U.S. dollar denominated debt are recorded in Currency translation, 
which forms part of Shareholders’ equity. 


(iv) Fuel 

The Company has a hedging program in place to mitigate the effects of 
fuel price changes on its operating margins and overall profitability. 
Various swaps and collar agreements are in place to mitigate the risk of 
fuel price volatility. To further reduce the earnings volatility resulting 
from variations in the price of fuel, the Company has adopted a system- 
atic approach to its hedging activities which calls for regularly entering 
into positions to cover a target percentage of future fuel consumption 
up to two years in advance. 

The realized gains at December 31, 2000 and 1999 were $49 million 
and $5 million, respectively. Hedging positions and credit ratings of 
counterparties are monitored and losses due to counterparty non-perfor- 
mance are not anticipated. At December 31, 2000, the Company has 
hedged approximately 33% of the estimated 2001 fuel consumption and 
23% of the estimated 2002 fuel consumption. This represented approxi- 
mately 200 million U.S. gallons at an average price of U.S.$0.6343 per U.S. 
gallon. Unrecognized gains or losses from the Company's fuel hedging 
activities were $17 million loss and $9 million gain as at December 31, 
2000 and 1999, respectively. 


B. Fair value of financial instruments 

Generally accepted accounting principles define the fair value of a 
financial instrument as the amount at which the instrument could be 
exchanged in a current transaction between willing parties. The Company 
uses the following methods and assumptions to estimate the fair value 
of each class of financial instruments for which the carrying amounts 

are included in the Consolidated Balance Sheet under the following 
indicated captions: 


(i) Cash and cash equivalents, Accounts receivable, Accounts payable 
and accrued charges, and Other current liabilities: 

The carrying amounts approximate fair value because of the short 
maturity of these instruments. 


(ii) Other assets and deferred charges: 

Investments: The Company has various debt and equity investments for 
which the carrying value approximates the fair value. Exceptions include 
an investment for which the fair value was estimated based on CN’s 
proportionate share of its accumulated earnings and the Company's 
investment in 360networks Inc. for which the fair value is estimated 
based on quoted market price. 


Canadian GAAP 


(iii) Long-term debt: 

The fair value of the Company's long-term debt is estimated based on 
the quoted market prices for the same or similar debt instruments, as 
well as discounted cash flows using current interest rates for debt with 
similar terms, company rating, and remaining maturity. 


(iv) Convertible preferred securities: 
The fair value of the Company's convertible preferred securities is 
estimated based on the quoted market price. 

The following table presents the carrying amounts and estimated 
fair values of the Company's financial instruments as at December 31, 
2000 and 1999 for which the carrying values are not disclosed on 
the Consolidated Balance Sheet or for which the carrying amounts are 
different from the fair values: 


In millions December 31, 2000 December 31, 1999 
Carrying Fair Carrying Fair 
amount value amount value 

Financial assets 

Investinentsraec cera teee cetera eer $ 124 $ 299 Sie22 $ 42 

Financial liabilities 

Long-term debt 

(including current portion)......... $4,320 $4,191 $4,233 $4,106 
Other 
Convertible preferred securities....... SA Oeil $ 327 $ 281 


23 Reconciliation of Canadian and United States generally 
accepted accounting principles 


The consolidated financial statements of Canadian National Railway 
Company are expressed in Canadian dollars and are prepared in accor- 
dance with Canadian generally accepted accounting principles (Canadian 
GAAP), which conform, in all material respects, with those generally 
accepted in the United States, except as described below: 


A. Reconciliation of net income 
The application of U.S. GAAP would have the following effects on the net 
income as reported: 


In millions Year ended December 31, 2000 1999 1998 
Net income — Canadian GAAP............00:eeeee eee $772 $602 $109 
Adjustments in respect of: 
Property capitalization, net of depreciation.......... 278 253 181 
Stock-based compensation expense ................. (3) (7) (13) 
Interest on convertible preferred securities .......... (18) (9) = 
Equityin.eamings Of Gee cneereeeeeeae ee eemenels ~ - 19 
FOFGIQN EXCHANGE is Aunnlrs cen epeer Laan Meet a 2 - (15) 
Pension and post-retirement benefit costs .......... - - 11 
Income:tax expense: agrees. a atten saute sbe ra Sasi (94) (93) (68) 
Income before cumulative effect of changes in 
accounting policy — U.S. GAAP ............eeee eee e ee 937 746 224 
Cumulative effect of changes in accounting policy ..... - 5 42 
Netincome'—U:S:. GAAP Seeman. sa euemene set tute $937 $751 $266 
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23 Reconciliation of Canadian and United States generally 
accepted accounting principles (continued) 


(i) Property capitalization 

Under Canadian GAAP, the Company capitalizes only the material com- 
ponent of track replacement costs, whereas effective January 1, 1997, 
under U.S. GAAP the labor, material and related overheads are capital- 
ized. Furthermore, effective January 1, 1999, the Company capitalized 
under U.S. GAAP all major expenditures for work that extends the useful 
life and/or improves the functionality of bridges and other structures 
and freight cars. U.S. GAAP requires that the cumulative capitalization 
adjustment, including special charges (net of applicable income taxes), 
be reflected in net income in the year in which the policy is adopted 
($62 million in 1999). 


(ii) Stock-based compensation 

U.S. GAAP requires the measurement and recognition of expenses related 
to certain stock-based compensation. The Company has accounted for 
stock-based compensation for U.S. GAAP purposes in accordance with 
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued 
to Employees.” There are no similar requirements under Canadian GAAP. 


(iii) Convertible preferred securities 

The convertible preferred securities are treated as equity under Canadian 
GAAP, whereas under U.S. GAAP, they are treated as debt. Consequently, 
the interest on the convertible preferred securities is treated as a 
dividend for Canadian GAAP but as interest expense for U.S. GAAP. 


(iv) Equity in earnings of Illinois Central Corporation 

Under Canadian GAAP, the Company capitalizes the material component 
of track replacement costs, whereas IC, under U.S. GAAP, capitalizes the 
labor, material and related overheads. 


(v) Foreign exchange 

U.S. GAAP requires immediate recognition in income of unrealized foreign 
currency exchange gains and losses on long-term monetary items with 

a fixed or ascertainable life, whereas Canadian accounting principles 
require that these unrealized gains and losses be deferred and amor- 
tized. In addition, under U.S. GAAP, future revenue streams from 
operations do not qualify as a hedge of long-term debt denominated 

in U.S. dollars. 


(vi) Changes in accounting policy — Pensions and post-retirement 
benefits other than pensions 

In 1999, the Company adopted the CICA recommendations related to 
the accounting for employee future benefits, essentially to harmonize 
Canadian GAAP with U:S. GAAP. 

Prior to 1999, the Company measured its pension benefit and post- 
retirement benefit obligations, for Canadian GAAP purposes, using a 
discount rate based on management's best estimate of the long-term 
rate of return on the pension fund assets. Under U.S. GAAP, the discount 
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rate to be used should reflect the rate at which the pension benefits and 
post-retirement benefit costs can be effectively settled at the date of the 
financial statements. The difference in discount rates impacted annual 
pension expense and post-retirement benefit costs prior to 1999. 

In 1999, the Company changed its method of accounting for employee 
injury costs to reflect all elements of such costs (including compensation, 
health care and administration costs) based on actuarially developed 
estimates of the ultimate cost associated with employee injuries. U.S. 
GAAP requires that the cumulative adjustment, net of applicable income 
taxes, be reflected in net income in the year in which the policy is 
adopted ($57 million in 1999). 

In addition, effective January 1, 1998, the Company changed its 
accounting policy for pension costs and adopted the corridor approach to 
account for experience gains and losses, as described in Statement of 
Financial Accounting Standards (SFAS) No. 87, “Employers’ Accounting 
for Pensions,” and SFAS No. 106, “Employers’ Accounting for Post- 
retirement Benefits Other than Pensions,” thereby conforming the 
Company's accounting practices with industry practice. Accordingly, expe- 
rience gains and losses within the specified corridor were not amortized 
in 1998. U.S. GAAP requires that the cumulative effect of a change in 
accounting policy (net of applicable income taxes) be reflected in net 
income in the year in which the policy is adopted ($42 million in 1998). 


B. Earnings per share 

In 2000, the Company early adopted the CICA recommendations related 
to the presentation of earnings per share. Although the standard essen- 
tially harmonizes Canadian and U.S. standards, the earnings per share 
calculations continue to differ due to differences in the earnings figures. 


(i) Basic earnings per share 


Year ended December 31, 2000 1999 1998 
Income before cumulative effect of changes in 
accounting policy — U.S. GAAP ................e eee $4.81 $3.78 $1.22 


Cumulative effect of changes 
inkaccounting!policyieeseeaencce-ceemas cceerien tte es = 0.03 0.23 


Netincome= US: GAAP Berm acscntcenectocice steam merece $4.81 $3.81 $1.45 
Weighted-average number of 

common shares outstanding 

(ipimHiONS) AWSSGAAP Fret const serecaientesr seine 195.0 (FES) 183.1 
(ii) Diluted earnings per share 

Year ended December 31, 2000 1999 1998 

Income before cumulative effect of changes in 

accounting policy — U.S. GAAP .......... cece eee e eee $4.67 $3.71 $1.21 


Cumulative effect of changes 
INcACCOUNTING! DOL Gye eecemee qargee snare vente enon es - 0.03 0.23 


Netincome—USaGAAP emanates nano: etedenee senha $4.67 $3.74 $1.44 
Weighted-average number of 

common shares outstanding 

(in millions) —WSUGAAP A krcccersusitln <cinrieae tae = 202.8 202.5 184.8 
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(iii) Pro forma earnings per share 
The following earnings per share figures assume that all accounting 
policy changes were applied retroactively. 


In millions, 


except per share data Year ended December 31, 1999 1998 
Income before cumulative effect of changes in 
ACCOUNTING POlicy—U:S.JGAAP) ex csnerag: susne ethers tecave nese $ 746 $214 
Basiciearmings;pen Siarenicnianesssemcesn ane -ee seem ecerer en ees $3.78 $1.17 
Dilitedveamings per Sharey.ccsn. cc cee cen. canes Asclas osene ec $3.71 $1.16 
Netincome—UIS./ GAAP stuns acne atiea seed aceanssoneanceeeeaeete $ 746 $214 
BasiGcearmings: pen Sharercarut tenis sanapannes tarqatnc atin maser $3.78 $1.17 
Dilutediearnings penshare’ saimmossmenatinackiecee saecciesnatar $3.71 $1.16 


(iv) Earnings per share (excluding special charge) 
Earnings per share excluding special charge as disclosed in Note 20 
would not be presented under U.S. GAAP. 


C. Reconciliation of significant balance sheet items 

(i) Employee share purchase loans 

Amounts receivable under employee share purchase loans were included 
in Other current assets and Other assets and deferred charges for 
Canadian GAAP purposes. For U.S. GAAP purposes, these amounts were 
classified as a reduction of Shareholders’ equity. These employee share 
purchase loans were repaid in 2000. 


(ii) Joint ventures 

Interests in joint ventures are accounted for using the proportionate 
consolidation method for Canadian GAAP. Under U.S. GAAP, joint 
ventures are accounted for using the equity method. 


(iii) Shareholders’ equity 

As permitted under Canadian GAAP, the Company eliminated its accu- 
mulated deficit of $811 million as of June 30, 1995 through a reduction 
of the capital stock in the amount of $1,300 million, and created a 
contributed surplus of $489 million. Such a reorganization within 
Shareholders’ equity is not permitted under U.S. GAAP. 

Under Canadian GAAP, the dividend in kind declared in 1995 (with 
respect to land transfers) and other capital transactions were deducted 
from Contributed surplus. For U.S. GAAP purposes, these amounts would 
have been deducted from Retained earnings. 

Under Canadian GAAP, costs related to the sale of shares have 

been deducted from Contributed surplus. For U.S. GAAP purposes, these 
amounts would have been deducted from Capital stock. 

Under Canadian GAAP, the excess in cost over the stated value result- 
ing from the repurchase of shares was allocated first to Share capital, 
then to Contributed surplus and finally to Retained earnings. Under U.S. 
GAAP, the excess would have been allocated to Capital stock followed 
by Retained earnings. 


Canadian GAAP 


For Canadian and U.S. GAAP purposes, the Company designated all 
of its U.S. dollar denominated long-term debt as a foreign exchange 
hedge of its net investment in its U.S. subsidiaries. Under Canadian GAAP, 
the resulting net unrealized foreign exchange gain, from the date of 
designation, has been included in Currency translation. For U.S. GAAP 
purposes, the resulting net unrealized foreign exchange gain as well as 
a minimum pension liability adjustment would have been included as 
part of Other comprehensive income in the Consolidated Statement of 
Comprehensive Income and Accumulated other comprehensive income, 
a separate component of Shareholders’ equity, as required under SFAS 
No. 130, “Reporting Comprehensive Income.” 


(iv) Investment in 360networks Inc. 

In March 2000, the Company exchanged its minority equity investments 
in certain joint venture companies for shares of 360networks Inc. In 
accordance with U.S. GAAP, following the 360networks Inc. initial public 
offering (IPO) on April 20, 2000, the Company accounts for its invest- 
ment in accordance with SFAS No. 115, “Accounting for Certain 
Investments in Debt and Equity Securities.” The shares have been classi- 
fied as “available-for-sale securities” whereby the investment is carried 
at market value on the balance sheet as part of Other assets and 
deferred charges. The increase in the value of the investment has been 
recorded in Other comprehensive income as an unrealized holding gain. 
At the time of sale, the unrealized holding gain or loss, net of taxes, 
would be reversed and reported in income. For Canadian GAAP purposes, 
the investment is accounted for on a historical cost basis. 


(v) Accounting changes 

In 1999, the Company adopted the CICA recommendations related to 
the accounting for employee future benefits. Specifically, the standard 
outlines guidance for the accounting for pension, post-retirement 

and workers’ compensation costs. In accordance with the transitional 
provisions of the new standard, the Company has applied the recom- 
mendations retroactively but has not restated comparative periods. 

The cumulative effect of the adoption of the new standard of $17 million 
($9 million after tax) has been reflected as an adjustment to 1999 
opening retained earnings. 


(vi) Convertible preferred securities 

The convertible preferred securities are treated as equity under Canadian 
GAAP, whereas under U.S. GAAP, they are treated as debt. Consequently, 
the costs related to the issuance of the convertible preferred securities 
are, for Canadian GAAP purposes, treated as an equity transaction and 
netted against the consideration received while under U.S. GAAP, the 
costs are reported as deferred charges and amortized over the term to 
maturity. 
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23 Reconciliation of Canadian and United States generally 
accepted accounting principles (continued) 


(vii) The application of U.S. GAAP would have a significant effect on 
the following balance sheet items as reported: 


In millions December 31, 2000 1999 
Current assets— Canadian GAAP..........0000ccc seen eee cece nenes Se ii25)) Silo 27 
Jointventures:andiothen sesssesaacmasetcness eee meee ates: (17) (10) 
Employee share purchase loans receivable .................665 = (2) 
Current assets U.S GAAPM a aanaceaceisiaarce eee at Smt OSmmmrs alo t> 
Properties —iGanad lan GAAP spree Yanan truer eee Crete eee $13,583 $12,863 
Property capitalization, net of depreciation and including 
cumulative effect of change in accounting policy.......... 2,053 aS) 
Jombventurespandiothenwnn.-ccceneen cee camer errr taccenes 2 (18) 
Properties =(U'S. (GAAP xadeq nreertonetss esa tanatnunee cee ery oe $15,638 $14,620 


Other assets and deferred charges — Canadian GAAP............ $4833 367 


Investment in 360networks INC.......... ce cee eee e ence een e es 129 = 
Joint ventures-andiothelimrw..-eeanerere cece cere eerie 16 (5) 
Debtiisste:cOStS iastaacamye stant otas paren nigceine saeeeecien eae 12 12 
Unrealized exchange loss on long-term debt.................. (77) (79) 
Other assets and deferred charges — U.S. GAAP ............0.05. $3568" $7295 
Current liabilities — Canadian GAAP .........00..:cceeeeeee ee eees $ 1,903 $ 1,777 


Joiniventures:and iothetinenenne.asssasee-ceeeeaceearia: eernee 2 (13) 


Gurrent liabilities US GAAP see asennad eee erent $ 1,905 $ 1,764 
Deferred income tax liability (asset) - Canadian GAAP........... $2,516 $ 2,253 
Cumulative effect of prior years’ adjustment to income....... 725 632 
Income taxes on current year U.S. GAAP adjustments......... 94 93 
Investment in 360networks INC...........00cceeeeeeeeeeeee eens 35 = 
Joint venturesrandiothen senses easce amen eee 5 (3) 
Deferred income tax liability — U.S. GAAP.........0.020eceeveeees secpeyby SS AE 
Other liabilities and deferred credits — Canadian GAAP........... $ 1,193 $ 1,260 
Stack-based compensation) men-metcereriets tenure iaercitrate 13 28 
Joint venttres and othetecc.warcceriasesereechcnene sinensis (1) (1) 
Other liabilities and deferred credits — U.S. GAAP..........00.005 $ 1,205 $ 1,287 
Long-term debt — Canadian GAAP ...........cceeeveene ene ene ees $ 3,886 $ 3,961 


JOMPMENEUCGS aac ea eerie apie aimunto meen Ree Ae aecn Ore - (13) 


Long-term debt =1UiS..GAAP Sinn amen stisse sates nese acento $ 3,886 $ 3,948 
Gapital'stock = Canadian: GAAP re ca scons tes ae ocean Seonl24aeeses on 
Capital reordaniZationice vinccawek sete ves camsneletectente seine oer 1,300 1,300 
Employee share purchase loans receivable................0005 - (2) 
Costs related to the sale of shares...........cceseeeeeeeeseeee (33) (33) 
Stock-based 'coMmpehSatlonmanca.s cseiisnce nclennisat eee anreiee 40 21 
Share:repurchase programe. cavschacacty seca ase wen ceases (82) - 
Gapitalistock= US IGAAP tan. s eee etek chars Sateen ae ee $ 4,349 $ 4,597 
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In millions December 31, 2000 1999 
Convertible preferred securities — Canadian GAAP................ $327) seen 
Debt issue costs’. cucia tsa nec st concen eee ea eae eee 12 12 
Unrealized exchange (gain) loss on convertible 
preferredisecutitiesm acto sme nememen act eee sne: seeeee 6 (5) 
Convertible preferred securities 
(classitiedras:debt) US |GAAB enero eee eee S$ o45n sess 
Contributed surplus — Canadian GAAP............0cc0ccenee eves S$) 178 sSeat90 
Dividend in kind with respect to land transfers ............... 248 248 
Costs related to the sale of shares............0ccceeeee seen ees 33 33 
Other transactions and related income tax effect ............. 18 18 
Shareirepurchase!prograttiia-sseacc ma. sresmtssceieidcheneere 12 = 
Capital reorganization meeeaencat co tose ee sateen en emeret (489) (489) 
Contributed surplus — U.S. GAAP .........0csceee eee e eee er $ - $ - 
Currency translation — Canadian GAAP ..........0+.0000eee eve ens Sy (Ole cameo) 
Unrealized exchange gain (loss) on convertible preferred 
securities, net of applicable taxes...............00eecee eee (4) 3 
Investment in 360networks Inc., net of applicable taxes ...... 94 = 
Accumulated other comprehensive income. (loss) - U.S. GAAP... $ 151 $ (6) 
Retained earnings — Canadian GAAP ........ 2.00. e eee een ee eens $ 2,008  $ 1,687 
Cumulative effect of prior years’ adjustments to income...... 903 754 
Current year adjustments to net income ...............20000es 165 149 
Sharerrepurchase)programs..use-usn yacomenen cee cone esti 70 - 
Cumulative dividend on convertible preferred securities ...... 20 s) 
Employee future benefits — cumulative effect of 
change inraccounting}PollGyianacaaem cee eee ass eee 9 9 
Capitalireorganizationi tac taueane: ueeessnumccsmenmecrsvaee (811) (811) 
Dividend in kind with respect to land transfers ............... (248) (248) 
Other transactions and related income tax effect ............. (18) (18) 
ererincoleeiinines = WLS Cava noonccansudetanasposconcedeoec: $ 2,098 $ 1,531 


D. Post-retirement benefits other than pensions 

In 1999, the Company adopted the CICA recommendations related to 
the accounting for employee future benefits, essentially to harmonize 
Canadian GAAP with U.S. GAAP as it relates to Post-retirement benefits 
other than pension costs. The Company has applied the recommenda- 
tions retroactively but has not restated comparative periods. In 1998, 
the disclosures required by SFAS No. 132, “Employers’ Disclosures 
about Pensions and Other Post-retirement Benefits,” were as follows: 


(i) Components of net periodic benefit cost 


In millions Year ended December 31, 1998 


SQIVICE: COSE csaa.ncta4 tas ncreeie ge sls crt aiewe cle at siaity autaiatelbsa | eruntistr fata tare eis ar eerean Rte $ 4 
IMLORESEKCOSTS tere mostssiiee emer oe eran em ciaaetaccr iceicteresecetsteteccrerefecetorete/ataretacciet cts ei Wereteeaiaeare 11 
Amontizationvofiprior-SetvicescOSt <1s.-5 eae ete en arte cris serste ms eleintom nee as 1 
Recognizedinet*actuariallOSSe nse emecs st erica ane utetimeninitieasreaenes tears 1 
Net periodie;b6neritiCOst ix tases sce bei. es cede ne onreuncaincaioseette sae neon ee $ 17 
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(ii) Weighted-average assumptions 


December 31, 1998 


E. Pension costs and obligation 


In 1999, the Company adopted the CICA recommendations related to 
the accounting for employee future benefits, essentially to harmonize 
Canadian GAAP with U.S. GAAP as it relates to pension costs and 
obligation. The Company has applied the recommendations retroactively 
but has not restated comparative periods. In 1998, the disclosures 


required by SFAS No. 132 were as follows: 

(i) Components of net periodic benefit cost 

In millions Year ended December 31, 1998 
SOWVICONCOS teeter bots Maneion nats an anteusve ream ibemuer nance antes soux tea dton ae $ 81 
ICKESWCOS Leneentomonovter secre iaies tise ensiei uictarmmnre teat atictoresetoeemiecTonaticne = 629 
EXDEGLECINEtUMMIOM| PlANASSECIS a acwievae coum iis chines eaicar chr wurst aement wes (701) 
Amortization of net transition obligation..............ccccceeee eee ene e eee ene e es 21 
AONLZAtON Ol) PIIGISEIVIGE COSA aarti a cranratolaay Meeraw nina tnie ealtieieni mam alee manele 20 
Net DEROCIG DENCH: COS Lesa ssacsis aba. ia datas caer andl se mechs legiees ueacareiess eet ernst $ 50 


(ii) Weighted-average assumptions 


December 31, 1998 


DESCOUIU Cat eb aerncteyantict eitensre nitercserctaattirere atu eevee ohemiatiant einige hares 
Ratevor compensationincreases. 1 0. swaccscnceaeserecmeaneeeecreieacn: 


Expected return on plan assets for 


Wear endindiDecember Silas 5 aso coumuricntas ons ance crerecmiaceee cil 


24 Illinois Central Railroad Company consolidated 
financial information 


The Company has fully and unconditionally guaranteed certain publicly 
issued debt of Illinois Central Railroad Company (ICRR). Consequently, 
the Company has not presented separate financial statements and 
other disclosures, other than those presented below, because manage- 
ment has determined that such information is not material to the 


holders of ICRR debt. 


Canadian GAAP 


Summary financial information for ICRR, on its historical cost basis, 
prepared in accordance with U.S. GAAP, for the years ended December 31, 
2000, 1999 and 1998, and as at December 31, 2000 and 1999, is pre- 
sented below. 


Illinois Central Railroad Company 
Condensed Consolidated Statement of Income 


In millions of U.S.$ Year ended December 31, 2000 1999 1998 
ReVenUesen men enareac dace sc. Hearty nce smiciaenioanenone aces $685 $662 $645 
Operatinglexpensesvccrraratcens 2 scaeeawee seca untnerts « 561 519 436 
Operating NCOMev era cmac barca tac wmmvicmacle cect an ave 124 143 209 
IMEGRESTIEXPENSGSasaeoatoannimemen ce rcmer oneness bleh (64) (48) (28) 
Othemincome:.jsamatotaaectccacacsceceamen aateeensce eee 37 4 11 
Income before income taxes ...........c0cseeeeseeee ees 97 99 192 
INGOMe:taAXcexDeNnSe yes absesriecm te mel eet ctesercrccalere nine (35) (37) (71) 
NebinGomarnncre soos wacears ee hes as $ 62 $ 62 $121 


The 2000 and 1999 operating expenses include revised estimates 
related to legal, casualty and other expenses that form part of the 
purchase accounting adjustments on consolidation. 


Illinois Central Railroad Company 
Condensed Consolidated Balance Sheet 


In millions of U.S.$ December 31, 2000 1999 
Assets 

Giirnemtrasse tsupmmrare eee arcies fen amiene Sawa ae mem enuteneueu ek $ 98 $ 220 
NOMECUMEMIMASSOLS gate a feSevonre vrs crauicineey oa svanvon anton ose einen earns 1,890 1,735 
TORI ASS OL Stern eae eerie create was eas atom nemeAa a seas $1,988 $1,955 


Liabilities and shareholder's equity 


GUNnentlta bi tesetorr tran ctermien waarcr Gaacmnctecccanisnmice caster $ 333 $ 282 
Pavablentorattitat@mecermn im cieciteiicy.ciierns hove ctes-ctemametstetinste7eos 578 578 
Kongstennaebttrenncncnencso-cense rae erars ear eenae came wees nc 409 512 
Deferrediincome taxes eracecsasesaeretcowcm trek sect cee sma 329 337 
Other liabilitiassand TESeIveS cr ncaw coca nemces a ersneeiseinte «emcees 202 171 
ShanenaldenseOgurtyy varcccc ern atretcte sas aunts srewwere she cinerea oieievee 137 75 
Total liabilities and shareholder's equity ..........cccceceeeeeeees $1,988 $1,955 
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2 5 Quarterly financial data — unaudited 


In millions, except per share data 


Fourth Third Second First Fourth Third Second First 
REV OMUCS 3 warhead area onetdanttone sl gsinrcoeintrout na eS ae atts as eee $1,396 $1,334 $1,337 $1,379 $1,392 $1,288 $1,306 $1,275 
Operating INCOMe&. veniam dam nee eee ae eee $ 344 $ 321 $ 346 $ 374 $ 339 $ 302 $ 308 $ 284 
NGTICOMNG sideetnc:) crc: aap each us ru aetetca ee eda ete TNC $ 174 $ 161 $ 187 $ 250 $ 174 $7155 $ 142 $4134 
Basicieainings per Shalerer te sece avatars terns $ 0.90 $ 0.82 $ 0.95 $ 1.23 $ 0.85 $ 0.75 $ 0.74 $ 0.68 
Diluted: eamings permsnaneecc.2s.cceeace tee ae rete ee $ 0.87 $ 0.80 $ 0.92 $ 1.20 $ 0.83 $ 0.74 $ 0.73 $ 0.68 
Dividend'declared per Share. .io.4-.ncds--- see onee sees $0.175 $0.175 $0.175 $0.175 $ 0.15 $ 0.15 $ 0.15 $ 0.15 


26 Comparative figures 


Certain figures, previously reported for 1999 and 1998, have been 
reclassified to conform with the basis of presentation adopted in the 


current year. 
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General review 


Trustee 

Montreal Trust Company of Canada (Montreal Trust) is the Trustee of the 
Canadian National Railways Pension Trust Funds (CN Pension Trust Funds, 
or Funds). As Trustee, Montreal Trust performs certain duties which include 
holding legal title to the assets of the Funds and ensuring that Canadian 
National Railway Company (CN), as Administrator, complies with the provi- 
sions of the CN Pension Plan, the CN 1935 Pension Plan and the Pension 
Benefits Standards Act, 1985 and its regulations. The checks and direct 
deposit statements in respect of these plans are issued in the name of 
Montreal Trust, Trustee of the CN Pension Trust Funds. 


Administration of the pension plans 

Overall accountability for the pension and benefit administration is the 
responsibility of CN. William M. Mercer Limitée, an employee benefits 
consulting firm, performs agreed-on pension and benefit administration 
services on behalf of CN. 


Indexation agreement 

As a result of the indexation agreement negotiated with the railway 
unions in 1989 and improvements to such agreement negotiated in 1992 
and 1998, approximately 41,740 retirees and surviving spouses received 
permanent pension increases in 2000. These increases amounted to 
0.66% on the first $2,500 of the basic CN monthly pension, with a guar- 
anteed minimum monthly pension increase of $9.00 for eligible retirees 
and $4.50 for eligible surviving spouses. 

Under this indexation agreement, effective January 1, 1989, 50% of 
the experience gains or losses related to pensioners are accounted for 
separately in the Escalation Account. These net experience gains are used 
exclusively to pay for indexation of pensions above the minimum up to 
the maximum annual amount. The maximum annual indexation for eligi- 
ble retirees and survivors is 60% of the increase in the Consumer Price 
Index (CPI) to a maximum increase in CPI of 6%, with an annual limit on 
the amount of pension which can be indexed. 

In addition, the Pension Committee may recommend additional ben- 
efits for pensioners, financed from the Escalation Account, if the balance 
in the account exceeds a certain threshold. These additional benefits 
are subject to approval by CN’s Board of Directors and are not to exceed 
the amount above the threshold. In 2000, a recommendation was made 
by the Pension Committee and approved by CN’s Board of Directors to 
grant a special increase to pensioners effective January 1, 2001. 

The basic eligibility requirements, in 2000, to qualify for indexation 
and the additional benefits were to have been retired for five complete 
calendar years and to have reached age 60. 


Improvement accounts 

Effective January 1, 1998, the unions and the Company agreed to share 
the experience gains (losses) resulting from investment earnings related 
to active unionized members of the CN Pension Plan, based on the same 
concept as the indexation agreement. Under this agreement, annual 
calculations will determine the amounts of the experience gains or losses 
to be credited (debited) to an account referred to as an Improvement 
Account, and the balance of such account, if positive, may be used to 
improve benefits of unionized active members or reduce their contribu- 
tions, as recommended by the Pension Committee and approved by 
CN’s Board of Directors. The Improvement Account concept was also 
extended to non-unionized members and separate accounts were 
created for unionized and non-unionized members. 

As part of the agreement, CN allocated a starting balance on 
January 1, 1998 of $45 million and $12 million to the unionized and 
non-unionized Improvement Accounts, respectively. 

Some recommendations were made in 2000 by the Pension Committee 
and approved by CN’s Board of Directors. These recommendations dealt 
with minor pension improvements. 


Annual pension statements 

As required by the Pension Benefits Standards Act, 1985 and to keep 
employees who are members updated annually on their personal 
entitlement, personalized pension statements were prepared as at 
December 31, 1999 and distributed by June 2000. 


Services to pensioners 

A. Direct deposit: 

The Direct Deposit System (DDS) is available to all retirees and survivors. 
Under this system, the monthly pension benefit is deposited directly into 
the individual's personal account. An itemized pension pay stub is sent 
to that individual initially, each January and whenever the gross or net 
amount changes. About 41,435 pensioners used this service in 2000. 


B. Toll-free help lines: 

Approximately 51,625 calls were handled in 2000 through the central 
toll-free help line (1-800-361-0739). Staff handling the toll-free telephone 
line have ready access to records and information required for quick, 
efficient and accurate responses to most callers’ needs — in both of 
Canada’s official languages. 
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The CN Pension Plan and the CN 1935 Pension Plan 


Trustee's report 


To the Administrator and the Members of the CN Pension Plan 
and the CN 1935 Pension Plan 


We, Montreal Trust Company of Canada, are the Trustee of the Canadian 
National Railways Pension Trust Funds (“CN Pension Trust Funds"). 

As Trustee, we have appointed KPMG LLP to examine the systems, 
procedures and internal controls used in respect to the custody, invest- 
ment and administration of the assets of the CN Pension Trust Funds, 
the administration of the CN Pension Plan and the CN 1935 Pension Plan 
(“1935 Plan”), and the performance of Canadian National Railway 
Company (“CN”) as Administrator of the CN Pension Plan and the 
1935 Plan for the year ended December 31, 2000. 

Our examination included such tests and procedures as were con- 
sidered necessary in the circumstances taking into consideration the 
requirements of the Trust Deeds and our experience in the Canadian 
pension industry. 

In our opinion, based on the reasonable, but not absolute, degree of 
assurance obtained from the examination performed, the aforementioned 
systems, procedures and internal controls, used by CN as Administrator, 
operated effectively during the year ended December 31, 2000, and 
complied with the objectives of the Pension Benefits Standards Act, 1985 
and its Regulations. 


LE Hea 
Montreal Trust Company of Canada 
Trustee of the Canadian National Railways 


Pension Trust Funds 


Montreal, January 23, 2001 
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Actuary’s report 


To the Board of Directors 
Canadian National Railways Pension Trust Funds 


We have conducted actuarial valuations for funding purposes as at 
December 31, 1999 for the CN Pension Plan and the CN 1935 
Pension Plan. 

As at December 31, 1999, these valuations revealed a consolidated 
actuarial liability of $9,367 million, a consolidated surplus of $290 mil- 
lion and a consolidated Company current service cost of $59 million in 
2000. The next actuarial valuations will be conducted as at December 31, 
2002, at the latest. 


In my opinion, for-the purposes of the valuations, 


e the data on which these valuations were based were sufficient 
and reliable, 

e the assumptions are, in aggregate, appropriate; and 

e the methods employed in the valuations are appropriate. 


We have also conducted actuarial valuations for accounting purposes 
as at December 31, 1999 for the CN Pension Plan and the CN 1935 
Pension Plan. 

These valuations were made in accordance with requirements 
of Section 3461 of the Handbook of the Canadian Institute of Chartered 
Accountants (CICA). They revealed a consolidated actuarial liability 
of $9,796 million. 

The difference between the results of the actuarial valuations 
conducted for funding purposes and those conducted for accounting 
purposes is mainly due to the CICA Handbook Section 3461 requirement 
to use an interest rate inherent in the amount at which the actuarial 
liability could be settled at the date of valuation. 

Both valuations have been prepared, and my opinions given, in 
accordance with accepted actuarial practice. 


[pti With ey . 
Bernard Morency 
Fellow of the Canadian Institute of Actuaries 


William M. Mercer Limitée 


Montreal, January 23, 2001 
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Auditors’ report 


To the Board of Directors of 
Canadian National Railway Company 


We have audited the consolidated statement of net assets of the CN 
Pension Plan and the CN 1935 Pension Plan as at December 31, 2000, 
and the consolidated statement of changes in net assets for the year 
then ended. These financial statements are the responsibility of the 
Administrator. Our responsibility is to express an opinion on these 
financial statements based on our audit. 

We conducted our audit in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examin- 
ing, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by the Administrator, as 
well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, 
in all material respects, the net assets of the CN Pension Plan and the 
CN 1935 Pension Plan as at December 31, 2000 and the changes in 
their net assets for the year then ended in accordance with Canadian 
generally accepted accounting principles. 


KPMG LLP 
Chartered Accountants 


Montreal, Canada 
January 23, 2001 
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Consolidated Statement of Net Assets at Market Value 


In millions As at December 31, 2000 1999 
Brn sis sissosssasesdeesecs oe xcleavecu eve eu aptnec vr b avi Pee eT TS ATE a ENTS SLEPT NT Tene $ 3,744 $ 2,969 
Lela (0-0 =. per ies rere een eee Ne maa AA Heo aGay Sans annBH ADO AUER GosouMAEHunh Meocanomad boboroohe 261 264 
ee Ps | ok | 2 nao PR ee CR eee On nN etnen deen An OA bAdoA Adit ouo odode 7 owas 261 322 
COT] Rese 0 Serene eee ieee ee rece Shen reciente ners maereterr ert are atntn A Aran daGod pnp maGasatomoungoand Ge 377 241 
Equities vaton ved tote Rs sha sais Co alacant ei Pi pier nd Oetavane gg eer eon le RR eo kn nee a 7,255 7,639 
Cash-and'short=tertit Investments .-qac.cnsra scent nuns acceec ote cat econ menos ee a RE heen eee err 421 207 
12,319 11,642 

Receivable from;Ganadian’ National Railway Compalty sasc0. cea < ccc. « eke etre vie one neers eerie eee ee 21 5 
TEX G) tp (21 es cl 2) Coa ge ede ce PR eae I CRI Aan IE AS OE ON EN UE AAO AG TM NBA comannae 16 17 
$12,356 $11,664 


On behalf of the Board: 


David G.A. McLean 


Director 


See accompanying notes to consolidated financial statements. 
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Paul M. Tellier 


Director 


Consolidated Statement of Changes in Net Assets at Market Value 


In millions Year ended December 31, 2000 1999 
Men eas Se Eoicl TAK COV AINE SDEUININGTI QOL VEAL Coc akvins asta: vster.agey abatdancclcaine adie toe Neha CwaHe cnet one SaaS EOL we toee as $11,664 $10,616 
Investment income 
[BYGYAY ES cota vs 3 esc tes aE CaN olen SESS 0 PARES RIC ee Seen Se Se Rr Oe 190 225 
IVIOMEG AG CSeee nuns: seine sti teenie icte aren iets erNaatecrs neste oe eels adlesavcie ut Sere Me mateo eee mai we estara ete niet 20 17 
Realbestateamacnaececnicn erat atm ere mane ATS MR An ee. bd RR vee ony ek td ee SO ea. 8 9 
OME SRrr ety othe neice amber ent a Ce Cane Ae reise nae xv rReusiae Beane arena aut bhutan ak 46 21 
ECONO STE Ceeeee ate Gren ene. Cee ne Me cote sen ae eeIE ne RIAN ia cuidecd cing MOEN ire Me aus inlaw stork oaeencnaniaresiantlalats 4 74 65 
SOTTO TES ETI oomicttbenai te ciciten aicudty Aan -ecoetiuc ities mFS ee CUS ee RAN ReaD ee 23 6 
361 343 
HessradinmiStrallVAleX PESOS Ret trent rennet anit ten ia Marys eck ciel cisscareceiaseae ct arte warns seins Camivn seitoc este comin (15) (13) 
Investment income before gains (losses) on sales of investments .............cccceeeeeeeeeeeeeeeeeen ees Le OER 346 330 
(GETS: (LOSIAS ool ST S.cor HM ONES ee Sa ee he ae Hai le re ee eee 919 (44) 
HOTAIDMVESTIMCNIAICOl mre er teen Ry Nee Ne TR SRE eR Te = a PN, ate A ear i ares ctr MAGE ER 1,265 286 
Unrealized appreciation (depreciation) in value of investMeNts...........66ccc cece cece eee eee eect nate ebe ee enae enna (69) 1,276 
Contributions 
FOOSE someon paodnoose urs doo ocoeabocuad AnUnOp GAZ ore sGat tegen Boh CBee ten a Ocar ar meen ae een an ae nee aera 74 73 
GOMMMAN Yea Meee ate iactete ete cts rectors eistene tel slots tersdeineintereletercr cele atelate s tiecoie oral cln nluresls Wieiaucinve witb eins cic daoaidalns save mae eers 59 Bg) 
OTGCOMUIDULIONS Sate otirc ia Acco eee n Te EE ed Seen Ris Since ctns OR res ead ohare anne 133 132 
Disbursements for members 
PENSION HEMENIS DAN eaetotreat ctor eek rece Meron etter ee ena ARR ec rise as ate erecta nlendin, sash nbn neh oan 9 oie ah (587) (591) 
(RYT AUT io ork Ausegayes ae halen Mint yank al is f hca o Eactmrmaie a ey Ree NR Sn ar Aer 2 em eee (47) (52) 
FOtARGISDUISEIMCNESsTOINCINDEIS eh a kee a treme eo ALE ET EOE Tne eee ee ne eee enna iret (634) (643) 
PEANSTOIS Ore ee ON A EE azine EEA Para Wanita teisent aiden erieateniion samitaes (3) (3) 
INGE TINCECAS OS. cer csten wai ees SILA Ee Te Eee ee oe ese 692 1,048 
NERO Seis abmarKer VaIIe, CHO Of VOOM ks tacur We, eons en che on mete pens Gite nemanh ceo aey arsonists wip cman sbwinan sg $12,356 $11,664 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


1 Description of plans 


These consolidated financial statements cover two pension plans, the CN 
Pension Plan and the CN 1935 Pension Plan (CN Plans), and include the 
accounts of the Canadian National Railways Pension Trust Funds and its 
wholly owned companies. All references in these financial statements to 
the “Company” refer to Canadian National Railway Company, which is 
the Administrator of the CN Plans. The CN 1935 Pension Plan is for a 
closed group of members and represents less than 1% of the pension 
obligation of the plans. Therefore, the following is a summarized descrip- 
tion of the CN Pension Plan only. Please refer to the rules of the CN 
Pension Plan for additional information. 


A. General 

The CN Pension Plan (Plan) is a contributory defined benefit pension plan 
generally applicable for new employees from the first day of employ- 
ment. Under this Plan, employees contribute between 5.48% and 5.88% 
of earnings up to the Year’s Maximum Pensionable Earnings (YMPE) 
under the Canada or Quebec Pension Plan and between 6.98% and 
7.38% of earnings in excess of the YMPE up to a maximum of $6,077 in 
2000. Participants are not required to make contributions after 35 years 
of pensionable service. Company contributions are determined on the 
basis of actuarial valuations done at least on a triennial basis in accor- 
dance with the requirements of the Pension Benefits Standards Act, 1985 
and Regulations thereunder. 


B. Pensions 

Pensions are based on the employee's average pensionable earnings for 
the best five consecutive calendar years or the last 60 months of employ- 
ment at the rate of 2% for each year of pensionable service prior to 
January 1, 1966, 1.5% for each year of pensionable service thereafter up 
to the average YMPE over the last 60 months, and 2% of the excess of 
such average pensionable earnings over the average YMPE. The maxi- 
mum annual pension payable is $1,715 multiplied by the pensionable 
service of the member. Pensionable service is limited to 35 years. 


C. Retirement age 

The normal retirement age is 65. However, employees with 85 points 
(age plus pensionable service) and with the Company's consent are enti- 
tled to an early retirement pension without reduction as long as they are 
at least 55 years of age. Furthermore, employees with less than 85 points 
can retire anytime from age 55 with a reduction in their pension of 0.5% 
for each month (6% per year) between their date of retirement and their 
65th birthday. 


D. Disability pensions 

A member with 10 years of pensionable service who is either declared 
unfit to perform his/her usual employment with the Company due to a 
permanent disability which occurred prior to 1992, or is declared totally 
and permanently disabled due to a disability which occurred after 1991, 
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may, subject to certain conditions, apply for an immediate reduced or 
unreduced pension. Any declarations in respect of a member's disability 
are the responsibility of CN’s Chief Medical Officer. 


E. Pre-retirement survivors’ pensions and death refunds 

A survivor's pension is payable to the eligible spouse of a member who 
had a minimum of two years of plan membership upon his/her death. 
Otherwise, a death refund is payable to the spouse, or if there is no 
spouse, to the estate of the member. 


- F. Post-retirement survivors’ pensions and estate settlements 


Upon the death of a retiree who had an eligible spouse at retirement, 
either 55% or 60% of the basic pension of the retiree is payable to that 
spouse during his/her lifetime depending on the option elected at retire- 
ment. The survivor pension is guaranteed for the first 10 years after 
retirement. If the retiree and the surviving spouse, if any, die in the first 
10 years after retirement, the survivor pension will be payable to the 
estate of the retiree until the 10-year period is over. 


G. Termination benefits 

Upon termination of service, a member is entitled to either his/her 
contributions with interest or to the value of his/her benefits accrued 
under the Plan or to a deferred pension or a combination of the above, 
depending on his/her age, pensionable service and years of membership 
at termination. 


H. Income taxes 

The Plan is registered under the Income Tax Act and Regulations. 
Contributions to the Plan are tax deductible and investment income of 
the Canadian National Railways Pension Trust Funds is not taxable in 
Canada. Investment income from some foreign countries is subject to 
withholding taxes, which are either fully or partially recovered. 


2 Summary of significant accounting policies 


A. Basis of presentation 

These consolidated financial statements are prepared on a market value 
basis, in accordance with generally accepted accounting principles in 
Canada for pension plans, which require management to make estimates 
and assumptions that affect the reported amounts at the date of the 
financial statements. Actual results could differ from these estimates. 
These statements present the aggregate financial position of the CN 
Plans as a separate financial reporting entity, independent of the sponsor 
and plan members, and are prepared to assist plan members and others 
in reviewing the activities of the CN Plans for the year, but they do not 
portray the funding requirements of the CN Plans or the benefit security 
of individual members. 


Notes to Consolidated Financial Statements 


B. Valuation of net assets 

Market value is determined using publicly quoted prices where available. 
When such prices are not available, market values are estimated on the 
basis of: the present value of estimated future net cash flows, the market 
value of comparable assets, or the breakup value of underlying assets. 


Valuation of net assets by category is as follows: 
(i) Bonds are valued using the closing market bid as at December 31. 


(ii) Mortgages are valued using current market yields of financial 
instruments of similar maturity and at appropriate spreads from 
instruments of comparable quality. 


(iii) Real estate consists of land, buildings and equities. Land is valued 
using the market value of comparable assets, and buildings are val- 
ued using the present value of estimated future net cash flows and 
the market value of comparable assets. Independent valuations of 
land and buildings are performed triennially. Equities are valued 
using closing market quotations as at December 31. 


(iv) Oil and gas reserves are valued using the present value of estimated 
future net cash flows, which are based on projected production, 
prices and costs. Land is valued using the market value of compara- 
ble assets. Trust units are valued using the closing market price as 
at December 31. 


(v) Equities are valued using the closing market price as at December 31. 


(vi) Short-term investments and other assets are valued at cost, which 
approximates market value. 


(vii) Listed derivative financial instruments are valued using the market 
settlement price as at December 31. Unlisted derivative financial 
instruments are valued using the present value of future net cash 
flows determined by using closing market levels and interest rates 
for instruments of similar maturity and credit risk. 


C. Income recognition 

Dividends are accrued on the ex-dividend date; income from other invest- 
ments is accrued as earned. Gains or losses on sales of investments are 
recognized on the dates of sales and are calculated on the basis of the 
average cost of the assets. 


D. Foreign exchange 

Assets and liabilities denominated in foreign currencies are translated 
using current rates as at December 31 or at the forward foreign exchange 
contract rates for investments that are hedged. Foreign dividends and 
interest income are translated at the rates prevailing when accrued. 


E. Change in market value 

The change in market value has been segregated in the Consolidated 
Statement of Changes in Net Assets at Market Value between gains or 
losses on the sales of investments during the year and the unrealized 
appreciation (depreciation) in the value of investments, which is the 
balance of the change in market value of investments for the year. 


F. Contributions 

Contributions from employees are recorded in the period in which the 
Company makes payroll deductions. The contributions from the Company, 
as determined by the latest actuarial valuations, are recorded using the 
accrual method. 


G. Transfers 
Transfers to/from other funds are accounted for in the period in which 
the value of the transfers can be reasonably estimated. 


3 Investments 


All investments are securities, assets or financial instruments where 
the CN Plans’ original intention is to hold to maturity or until market 
conditions render alternative investments more attractive. Significant 
terms and conditions of investments as at December 31 are as follows: 

Bonds, 91% (80% in 1999) of which are issued or guaranteed by 
Canadian or U.S. governments, 7% (8% in 1999) by corporations, and 
2% (12% in 1999) by supranational agencies, have a market weighted- 
average coupon of 6.3% (6.7% in 1999). Maximum term is 31 years 
(30 years in 1999) with an average term of 10.3 years (7.6 years in 1999). 

Mortgages, secured by real estate, have a market weighted-average 
coupon of 7.9% (7.9% in 1999). Maximum term is 24 years (25 years 
in 1999), with an average term of 8.4 years (8.8 years in 1999). 

Equities are diversified by issuer, industry and by country. Canadian 
domiciled companies represent 48% (43% in 1999) of the equity port- 
folio and allocations to individual issuers or industry sectors are limited 
to 3.0% and 15.5% (6.7% and 26.2% in 1999), respectively. 

Short-term investments, primarily securities issued by the Government 
of Canada and Canadian chartered banks, have an average term of 
32 days (20 days in 1999) and an average yield of 5.8% (4.7% in 1999). 

Derivatives are financial instruments whose value is derived from 
interest rates, foreign exchange rates, equity or commodity prices. 
Derivatives include forwards, futures, swaps and options. 

From time to time, the CN Plans use derivatives for asset mix man- 
agement purposes or to hedge the exposure to foreign currency, interest 
rate or market risks of the portfolio or anticipated transactions. 
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3 Investments (continued) 


Notional amounts of derivative contracts by risk category affected 
were as follows: 


In millions As at December 31, 2000 1999 
FORCIQNICURTENC) sca qent aes cen euaeatcanhirvid ganna ena mee $1,713 $1,734 
Interest Tate: vide \sus as nsas clas clans nahin daeosineie meh eae eee 889 999 
Equityandcommodttyiie sar aacemccem ve smente taste agente aaeee 5 14 


The weighted-average term of the above contracts was 81 days 
(78 days in 1999). The value of derivative instruments is $33.5 million 
($6.9 million in 1999) and is included in the values of bonds and 
equities, which are the asset classes affected. 

The majority of the interest rate derivative contracts extend the aver- 
age duration of the bond portfolio by 0.7 years to 7.2 years (6.9 years in 
1999). The remainder are used for asset mix management purposes. 


4 Credit risk 


Credit risk arises from the potential for an investee to fail or a counter- 
party to default on its contractual obligations to the CN Plans. 

In accordance with formally established policies, the CN Plans man- 
age credit risk by dealing with counterparties considered to be of high 
credit quality, utilizing an internal credit limit monitoring process as well 
as credit mitigation techniques such as master netting and collateral 
agreements. 

At year end, the CN Plans’ most significant concentrations of credit 
risk were with the governments of Canada and the United States, which 
issued or guaranteed $1,844 million and $996 million ($1,508 and 
$459 million in 1999) respectively of securities held by the CN Plans. 
Excluding the above, the remainder of assets are diversified with no other 
issuer accounting for more than 2.0% (4.4% in 1999) of total net assets. 

The credit risk of derivative instruments is limited to the cost of 
replacing, at current market value, all contracts which have a positive 
value. The following table shows the credit risk of all derivative instru- 
ments outstanding at year end. 


Credit risk — Derivative instruments 


In millions As at December 31, 2000 1999 
Maximumrexposure wean sinceue anton one enatemnaicteme creer amie $34 $16 
Less effect of master netting 

andi collateral/agnreements <7o.s.sea-r cs mdec terrence cmon - (2) 
Neticteditinisks: cron iret tacit toes naras aie caa cnc reece neers $34 $14 
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5 Funding policy 


In respect of the CN Plans, the contributions by the Company are deter- 
mined in accordance with the requirements of the Pension Benefits 
Standards Act, 1985 and Regulations thereunder, and are based on the 
projected unit credit actuarial cost method, with projection of salaries 
where future salary changes affect the amount of the projected benefits, 
In the case of the CN 1935 Pension Plan, the Company makes money 
purchase contributions in accordance with the rules of the plan. 

The latest actuarial valuations of the CN Plans were prepared by 
William M. Mercer Limitée as at December 31, 1999 and were submitted 
to the Superintendent of Financial Institutions and to the Canada 
Customs and Revenue Agency. In these actuarial valuations, the principal 
assumptions adopted by the CN Plans’ actuary are: members’ mortality, 
disability, retirement, termination of employment, merit and periodic 
increases in earnings, as well as a long-term rate of return of 7.5% per 
annum on investments. Future increases in members’ earnings have been 
projected using economic assumptions consistent with this long-term 
rate of return. 


6 Transfers 


In 2000, the accounts include a provision for the amounts to be remitted 
to/from other funds to cover transfers of members of CN Plans to other 
pension plans and transfers of members of other plans to the CN Plans. 


7 Consolidated actuarial pension obligation and asset value 


The actuarial valuations as at December 31, 1999 revealed a consoli- 
dated actuarial liability of $9,796 million and a consolidated actuarial 
asset value of $9,657 million. The results of these valuations were then 
used to estimate the corresponding figures as at December 31, 2000, 
which approximate $10,756 million and $10,445 million, respectively, as 
at that date. The principal components of the change in the pension 
obligations are the interest accrued on benefits ($682 million in 2000 
and $625 million in 1999), benefit payments and transfers ($637 million 
in 2000 and $646 million in 1999), benefits accrued during the year 
($143 million in 2000 and $167 million in 1999), and actuarial gain 
(loss) (($772) million in 2000 and $762 million in 1999). The consolidated 
actuarial liability was calculated in accordance with CICA Handbook 
Section 3461 using a discount rate of 7% as at December 31, 1999 and 
a discount rate of 6.5% as at December 31, 2000. The consolidated 
actuarial asset value is based on a market-related method, which recog- 
nizes the change in market value over a period of five years using the 
straight-line method. 


2000 President’s Awards for Excellence 


A record number of CN employees from Montreal to Vancouver to Geismar, Louisiana, were recipients of 


the 2000 President’s Awards for Excellence. Either on their own or in teams that ranged from two people 

to 58, they all exhibited an exceptional commitment to their jobs and communities, and helped the company 
realize its goal of being North America’s best railroad. These award-winning employees demonstrate what 
ingenuity, creativity, relationship building, commitment and courage are all about. 


Category: Exceptional Service — Individual 


x 


Category: Cost Effectiveness 


Ron Guillot — Geismar, Louisiana 


Doing the day-to-day job as chief clerk in Transportation is not enough for Ron. 
He likes to look for ways to improve things and then make them happen. 
Conducting research on his own time, Ron took it upon himself to find a way 

to increase outbound loads. His suggestions for service improvements and his 
efforts to reinforce customer relationships paid off. The result: a 20% increase in 
outbound loads from Geismar. 


Category: Exceptional Service - Team 


Lynn Creek Yard employees — North Vancouver, British Columbia 

Gary Ager, John Ashcroft, Frank Boulet, Rick Brandon, Melanie Brian, 

Don Brunton, John Buchanan, Ross Butler, Steve Callan, Roger Carrie, Ken 
Chesser, Lee Coberg, Craig Cooper, Manuel Crosby, James Dydzuk, Des Ellie, 
Larry Felton, Lyle Franko, Dennis Gielens, Al Harkins, John Harrison, Dean 
Hepperle, Randy Hodges, Paul Hopkins, Roger Kaska, John Kowalchuck, Mike 
Kutcher, Walter Laybourn, Paul Levers, Gord Ludvigson, Chris Macdonald, 
Bob Marshall, Randy Martin, Brian Matson, Bob Mckenzie, Norman 
Mengelberg, Ivan Michal, Andrew Millar, Marcos Mirus, Frank Moore, 
Michael Morrow, Pio Parisi, Greg Poole, David Radford, Dave Robb, Graham 
Rykyta, Al Rylott, Ben Schmidt, Darcy Sheppard, Dean Stark, Cliff Temple, 
John Wagar, Margie Wagenaar, Ron Weiland, Ed Wiktorowicz, Brian Wilkin, 
Brian Yates, Karen Zatichik 

This impressive-sized group is a sterling example of teamwork. They all pulled 
together to introduce new processes that helped them better manage their traffic 
and meet commitments at Lynn Creek Yard. This significant effort resulted not 
only in improved service but also enhanced customer relations. 


Category: Safety 


Jerome Milano, Sherman Scott — Geismar, Louisiana 

These two men have a passion for safe work practices, which they have translated 
into an impressive record within the Geismar Terminal’s Mechanical Department 
where they work. The safety initiatives they have undertaken are largely responsible 
for the fact that there have been no personal injuries reported there in ten and a 
half years. 


Category: New Business Opportunities 


Ruby Browner, Lynn Alvarez — Chicago, Illinois; William Chiodin, James 
Fitzgerald — Geismar, Louisiana; Jim Krawec — Baton Rouge, Louisiana; 
George Burgess, Arlin Todd — New Orleans, Louisiana 

These employees came together as the St. Rose Methanol Terminal team. Working 
from different locations, they succeeded in bringing all Louisiana-imported 
methanol on to CN-IC lines, an accomplishment that resulted in new business 
worth U.S.$3.5 million per year. 


Category: Exceptional Community Service 


Pierre Boucher, Marc Lebreux — Saint-Laurent, Quebec 


Pierre and Marc's dedication goes beyond the workplace. They spend much of 
their spare time making their community a better place by helping out with vari- 
ous causes, such as raising funds for Christmas baskets and collecting toys for 
hospitalized children. One community activity that is particularly important for 
them is organizing trips to the circus for children with cancer. 


Warren Pritchard — Sarnia, Ontario 


Warren is described by his nominators as “one of the premier heavy-duty mechanics 
of our company.” He certainly proved this to be true when he found a way to repair 
and maintain compressors that saved his department more than $60,000 a year. 


Category: Bravery 


Dave Mahmat, Donald Spooner — Battle Creek, Michigan 


Dave and Donald put another man’s life before their own when they saved him 
from certain death. They stopped to investigate when they found smoke billowing 
from a car and discovered the driver asleep. They quickly pulled him to safety 
and, in so doing, saved his life, as the car caught fire seconds after. 


Category: Bravery 


Claude Ladouceur, Yves Paquette, Jean-Pierre Fortin — Les Coteaux, Quebec 


These three men proved themselves capable of courage and quick thinking when 
they came upon the scene of a fire. They succeeded in rescuing a man who was 
trapped on the second floor of a burning building and had the presence of mind 
to evacuate neighboring buildings. 


Category: Bravery 


Daryl Schmon — Saskatoon, Saskatchewan 


Arriving at the scene of an accident, Daryl quickly saw what had to be done and 
took immediate action. When he discovered that an injured truck driver was 
trapped inside his vehicle, he held the driver's head out of a pool of fuel leaking 
from the engine and kept him from drowning until rescue personnel arrived. 


Category: Operational Breakthrough 


Alex Nashman — Edmonton, Alberta 


While developing a winter contingency plan for Chicago, Alex took the initiative 
to reduce CN's reliance on the Belt railway in Chicago, saving the company 
close to U.S.$2.5 million per year. 


Category: Quality Improvement 


Gerry St-Cyr and Brian Lavallée — Capreol, Ontario 


Brian and Gerry developed a two-phase plan to minimize the impact of pole line 

failures following severe storms. Their plan, which included transferring radio net- 
works and the code system from pole lines to fiber optics, paid off to the tune of 
more than $100,000 in annual savings. 


Category: People Management 


James Belcher — Flat Rock, Michigan 


James is known for his ability to make exceptional teamwork an everyday reality 
in his group. He is informative and supportive with team members and at the 
same time manages to maximize productivity, cut costs and emphasize safety. 


Category: People Management 


Karen Furlotte — Toronto, Ontario 


“Treat people as you would like to be treated.” This is more than just a saying; 
it's a working philosophy for Karen, who fosters an environment where everyone 
can excel. She is skilled at motivating and encouraging her team members and an 
expert at matching them to the job functions for which they are best suited. 
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Chairman 

PolyValor Inc. 

and Vice-Chairman 

ART Advanced Research & Technologies Inc. 
Montreal, QC 
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Committees: 1, 2, 6, 7 


Gilbert H. Lamphere 

Private Investor and 

Former Chairman of the Board 
Illinois Central Corporation 
New York, NY 

Committees: 2, 5, 6, 7 


Purdy Crawford, 0.c., Q.C., LL.D. 
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William J. Fox 
Senior Vice-President 
Public Affairs 


E. Hunter Harrison 
Executive Vice-President and 
Chief Operating Officer 


Keith L. Heller 
Senior Vice-President 
Eastern Canada Division 


Jack T. McBain 
Senior Vice-President 
Operations 


Claude Mongeau 


Executive Vice-President and 
Chief Financial Officer 
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William K. Berry 
Vice-President 
Intermodal 


Tullio Cedraschi 
President and 

Chief Executive Officer 
CN Investment Division 


John Dalzell 
Vice-President 
Risk Management 


Richard Dixon 
Vice-President 

Labour Relations and 
Employment Legislation 


David P Edison 
Vice-President 
Pacific Division 


Fred R. Grigsby 
Vice-President and 
Chief Information Officer 


Edmond L. Harris 
Chief Transportation Officer 


Ghislain Houle 
Vice-President and Treasurer 


Stan W. Jablonski 
Vice-President 
Forest Products 


Peter C. Marshall 
Vice-President 
Prairie Division 


Terry R. McManaman 
Vice-President 
Gulf Division 


Sandi J. Mielitz 
Vice-President 
Commercial Development 
Prairie Division 


Robert E. Noorigian 
Vice-President 
Investor Relations 


Serge Pharand 
Vice-President and 
Corporate Comptroller 


Jean-Jacques Ruest 
Vice-President 
Petroleum and Chemicals 


Gordon T. Trafton II 
Vice-President 
Operations Integration 


Frank J. Trotter 
President and 

Chief Executive Officer 
Canac Inc. and 

C.T. Management Inc. 


Dennis E. Waller 
Vice-President 
Engineering and Mechanical 


Shareholder and investor information 


Annual meeting 

The annual ‘meeting of shareholders will be held 
at 10:30 am on Tuesday, April 17, 2001 

at the Hyatt Regency, Vancouver, BC 


Annual information form 
The annual information form may be obtained by writing to: 


The Corporate Secretary 
Canadian National Railway Company 
935 de La Gauchetiére Street West, Montreal, Quebec H3B 2M9 


Transfer agent and registrar 
Computershare Trust Company of Canada 


Offices in: 

Montreal, QC; Toronto, ON; Calgary, AB; Vancouver, BC 
Toll-free: 1-800-332-0095 

Montreal Telephone: (514) 982-7555 

Fax: (514) 982-7635 Web: www.computershare.com 


Co-transfer agent and co-registrar 
Computershare Trust Company of New York 
88 Pine Street, 19th Floor ; 

Wall Street Plaza, New York, NY 10005 
Telephone: (212) 701-7600 or 1-800-245-7630 


U.S. cash dividend plan 
‘Shareholders wishing to receive dividends in U.S. dollars may 
obtain detailed information by communicating with: 


Computershare Trust Company of Canada 
Telephone: (514) 982-7555 or 1-800-332-0095 


Additional copies of this report are 
available from: 


Canadian. National 

Public Affairs 

935 de La Gauchetiére Street West 
Montreal, Quebec H3B 2M9 
Telephone: (514) 399-7212 
Toll-free: 1-888-888-5909 

Fax: (514) 399-5344 

www.cn.ca 


&) This report has been printed on recycled paper. 
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Stock exchanges 
Canadian National common shares are listed on the 
Toronto and New York stock exchanges. 


Ticker symbols: 
CNR (Toronto Stock Exchange) 
CNI (New York Stock Exchange) 


Investor relations 
Robert Noorigian 
Vice-President, Investor Relations 
Telephone: 1-800-319-9929 
(514) 399-0052 


Shareholder services 
Shareholders having inquiries concerning their shares 
or wishing to obtain information about CN should contact: 


Computershare Trust Company of Canada 
Shareholder Services 
1800 McGill College Avenue 
Montreal, Quebec H3A 3K9 
Telephone: 1-800-332-0095 
(514) 982-7555 
Email: caregistryinfo@computershare.com 


Head office 

Canadian National Railway Company 
935 de La Gauchetiére Street West 
Montreal, Quebec H3B 2M9 


P.O. Box 8100 
Montreal, Quebec H3C 3N4 
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La version francaise du présent rapport 
est disponible a l’adresse suivante : 


Canadien National 

Affaires publiques 

935, rue de La Gauchetiére ouest 
Montréal (Québec) H3B 2M9 
Téléphone : (514) 399-7212 
Numéro sans frais : 1-888-888-5909 


Télécopieur : (514) 399-5344 \S 


www.cn.ca 


Partners in 
Responsible Care® 


Canadian National 
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